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PRESCRIPTION DRUG PRICE INFLATION: ARE 
PRICES RISING TOO FAST? 


TUESDAY, DECEMBER 8, 2009 

House of Representatives, 

Subcommittee on Health, 
Committee on Energy and Commerce, 

Washington, DC. 

The subcommittee met, pursuant to call, at 9:39 a.m., in Room 
2123, Rayburn House Office Building, Hon. Frank Pallone, Jr., 
[chairman of the subcommittee] presiding. 

Present: Representatives Pallone, Dingell, Eshoo, Green, Capps, 
Schakowsky, Matheson, Harman, Barrow, Christensen, Castor, 
Sarbanes, Space, Sutton, Waxman (ex officio). Deal, Shimkus, 
Buyer, Pitts, Murphy of Pennsylvania, Burgess, and Gingrey. 

Also Present: Representative Welch. 

Staff Present: Brian Cohen, Senior Investigator and Policy Advi- 
sor; Jack Ebeler, Senior Advisor on Health Policy; Karen Lightfoot, 
Communications Director and Senior Policy Advisor; Earley Green, 
Chief Clerk; Bruce Wolpe, Senior Advisor; Bobby Clark, Policy Ad- 
visor; Virgil Miller, Professional Staff; Jeff Wease, Deputy Informa- 
tion Officer; Erika Smith, Professional Staff; Katie Campbell, Pro- 
fessional Staff; Sharon Davis, Chief Legislative Clerk; Allison Lorr, 
Special Assistant; Lindsay Vidal, Press Assistant; Elizabeth Letter, 
Special Assistant; Mitchell Smiley, Special Assistant; Justine 
Italiano, Staff Assistant; Matt Eisenberg, Staff Assistant; Ryan 
Long, Minority Chief Health Counsel; Clay Alspach, Minority 
Counsel; Brandon Clark, Minority Professional Staff; Melissa Bart- 
lett, Minority Counsel; and Chad Grant, Minority Legislative Ana- 
lyst. 

OPENING STATEMENT OF HON. FRANK PALLONE, JR., A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW JER- 
SEY 

Mr. Pallone. The meeting of the subcommittee is called to 
order. And today we are having a hearing on “Prescription Drug 
Price Inflation: Are Drug Prices Rising Too Fast?” And I will first 
recognize myself for an opening statement. 

Every day in America, a life is saved, an illness is averted, or the 
effects of a disabling condition are mitigated thanks to the innova- 
tive medicines produced by the pharmaceutical industry. 

And I also think that it is important to mention the constructive 
role that the pharmaceutical industry and individual companies 
have played over the past few years amid various health care de- 
bates. The industry was an early and active proponent for the re- 
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authorization and strengthening of SCHIP, which we were finally 
able to achieve earlier this year. In addition, I want to recognize 
their efforts to ensure comprehensive health reform is enacted this 
year. While I know that we all have not seen eye to eye on every 
issue, I appreciate the fact that the industry acknowledged very 
early on that they have a stake in making sure health-care reform 
succeeds and they are willing to make a contribution towards pay- 
ing for it. 

Unfortunately, for all the good the pharmaceutical and biotech 
industry do, it is often overlooked or eclipsed by reports of behavior 
designed to maximize profits at the expense of individual patients, 
employers, and American taxpayers. 

Indeed, according to a 2008 public opinion poll conducted by the 
Kaiser Family Foundation, negative views of the pharmaceutical 
industry appear to be driven by perceptions about the cost of pre- 
scription drugs and pharmaceutical company profits. The Kaiser 
poll shows that seven in 10 adults say pharmaceutical companies 
are too focused on profits and not enough on helping people. And 
nearly eight in 10, 79 percent, believe that high profits are a major 
factor in the price of prescription drugs, and the same proportion 
feels that drug prices are unreasonable. 

The poll further suggests that these opinions about prescription 
drug prices are driven by people’s real-life struggles paying for 
drugs. Four in 10 adults report some serious problem paying for 
medication, either that it is a serious problem for their family to 
pay for drugs they need or not filling a prescription or skipping 
doses because of cost. 

And new evidence suggests that prescription drug prices are in- 
creasing rapidly. Most recently, the New York Times reported on 
November 15th that drug prices had increased by approximately 9 
percent over the last year. And, by at least one analysis, it is the 
highest annual rate of infiation for drug prices since 1992. 

At the same time, general inflation, as measured by the Con- 
sumer Price Index, has fallen over the past year, which means 
that, while people are paying less for other types of goods and serv- 
ices, they are paying more for brand-name prescription drugs at a 
time when they are least able to afford to do so. And, as you know, 
millions of Americans are out of work, millions are losing their 
homes, millions are without health care coverage. So it should 
come as little surprise that Members of Congress would be alarmed 
about the idea of drug companies raising prices at a time when so 
many of our constituents are already unable to afford the medical 
care they need. 

Now, some researchers, including Dr. Schondelmeyer, who we 
are going to hear from today, has suggested there is a link between 
spikes in prescription drug prices and when there is legislation 
pending that impacts the pharmaceutical industry’s bottom line, 
such as the various health-care reform bills currently moving 
through Congress. 

I know that the pharmaceutical industry disagrees with this 
claim and has suggested that any increases in drug prices are a re- 
sult of investments in research and developments that are nec- 
essary to keep new and innovative drugs moving through the pipe- 
line. And I would be unfair if I didn’t point out the industry — you 
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know, that this is not, you know — how should I say it — one broad 
stroke. I mean, there are companies that are increasing prices, and 
there are others that are not. But, according to Dr. 
Schondelmeyer’s research, some drugs saw no increase, some in- 
creases were below the average, but other drug prices increased by 
almost 20 percent, such as Flomax, which appears excessive, in my 
opinion. 

Furthermore, these surveys on drug prices are unable to account 
for discounts and rebates provided by manufacturers to wholesalers 
or purchasers. Hence, there is a level of uncertainty that is inher- 
ent in these numbers, and that is why we are basically supportive 
of better price transparency. And when it comes to prescription 
drugs, I think that that is something that we really need, more 
transparency. And I have been advocating that for a long time. 

I think that better reporting and more transparency will help us 
make sure that drug prices are not rising arbitrarily or to maxi- 
mize profits and that every American has access to affordable pre- 
scription drugs. And that is a goal that we all share. 

So we are here today to try to get to the bottom of this latest 
price increase. And we obviously have people that will be talking 
about some of the reports that have come out, and also from the 
industry. And so I want to thank our panel of witnesses in advance 
for being here today. 

I do have to mention, though, that I know there is some issue 
with regard to Dr. Schondelmeyer because we just received his tes- 
timony this morning at 9:30. And I am very upset by that because 
the rules actually provide that we have to have the testimony much 
sooner. I think it is 2 days’ notice. When we get it at the last 
minute — you know, it literally is the last minute — I know there are 
some Members here that are going to suggest that he shouldn’t tes- 
tify at all. 

I was sort of inclined initially to say that, as well, because I 
haven’t had anybody that submitted their testimony so late. But I 
would ask — I guess it is my prerogative to make the decision, and 
I am going to ask him to speak this morning, only because a lot 
of this hearing came about because of his initial survey. And I 
think if we don’t have the opportunity to hear from him, the panel 
and the hearing this morning won’t be as productive. 

But I don’t want to sound like a teacher chastising a student or 
something, but it is a problem when we get the testimony this late. 

Mr. Shimkus. Would the chairman yield for 1 second? 

Mr. Pallone. Yes. 

Mr. Shimkus. Just trying to understand the historical aspect of 
this, did this happen last year with another health care briefing 
from Dr. Schondelmeyer, where we didn’t get the briefing but all 
we got was a PowerPoint? 

Mr. Pallone. You know, I am not sure. I know that — look, let’s 
be honest — and I don’t want to get into an argument with anybody, 
because I agree with you. Unfortunately, we are getting testimony 
late. Like, I know that one of your witnesses, I think we got it yes- 
terday, which, you know, is not as bad as getting it at the last 
minute. But it is getting to be a pattern that, you know, we are 
getting some of this testimony a day earlier rather than 2 days. 
And so I think we need to be a little more — I don’t know what the 
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word is — tough on the witnesses and remind them that we need it, 
you know, 48 hours in advance. 

Mr. Shimkus. If the chairman would yield just for 1 more second. 

Mr. Pallone. Sure. 

Mr. Shimkus. It is my understanding that last year in the Gov- 
ernment Reform Committee the same thing happened. 

Mr. Pallone. I am just told he hasn’t testified before. 

Mr. Shimkus. And so my issue is, it is a pattern now. It is not 
a one-time mistake. 

Mr. Pallone. Well, not in his case. 

Mr. Shimkus. I am just making a point that it might he a pat- 
tern, and we ought to be a little bit more 

Mr. Pallone. Well, he has not testified before so I don’t want to 
say that it is a pattern on his behalf 

But I do want to mention that it is important for both Democrat 
and Republican witnesses to try to get the testimony in, not just 
even 24 , but 48 hours. The rules provide for the 48. 

But, anyway, let me yield to our ranking member, Mr. Deal. 

OPENING STATEMENT OF HON. NATHAN DEAL, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF GEORGIA 

Mr. Deal. Thank you. Chairman Pallone. Thank you for holding 
this hearing on the cost of prescription drugs. 

If the subcommittee is intent on addressing the high cost of phar- 
maceuticals, I believe that approval of the follow-on biolo^c legisla- 
tion, which fairly balances consumer access with strong incentives 
to innovate, is essential to achieving this goal. 

In 2007, global sales of these drugs reached $75 billion. Current 
estimates suggest that half of all drugs, both small- and large-mol- 
ecule-based, will be biopharmaceutical’s best year, while statistics 
further indicate that spending on biologic drugs is expected to grow 
20 percent annually. 

It is very disappointing that this committee, during markup of 
health reform legislation earlier, fell short on its commitment to 
achieve this goal. Unfortunately, provisions which aim to truly en- 
courage competition, reduce cost, and, most importantly, increase 
access to critical drugs that currently fall out of the reach of count- 
less Americans every day were not included as a part of the bill, 
as Chairman Waxman and I both tried to get done. 

Instead of government price controls, which have a proven track 
record of declining research-and-development spending among 
those nations who have adopted it, appropriate incentives which 
spur research and development and enhance access to cutting-edge 
drugs is essential. As we all know, incentives to invest in R&D 
projects are highly dependent upon legislation this Congress puts 
into place. We must ensure appropriate provisions are put in place 
which continue to promote world-class pharmaceutical research 
and development in the fight for new cures here at home and 
abroad while ensuring continued access to these drugs by the 
American people. It is, indeed, a delicate balance. 

I also look forward to AARP’s testimony and appreciate the op- 
portunity to discuss their decision to support H.R. 3962, particu- 
larly in light of significant cuts which are prescribed by the legisla- 
tion within the Medicare program. I look forward to learning more 
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about the reasons that led them to endorse this health care bill, 
which, as Chairman Waxman and I would probably say, did not 
embrace some of the cost savings in the pharmaceutical area that 
perhaps it should have included. 

Again, thank you. Chairman Pallone, for holding the hearing 
today. I yield back my time. 

Mr. Pallone. Thank you, Mr. Deal. 

Chairman Waxman. 

OPENING STATEMENT OF HON. H ENRY A. WAXMAN, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI- 
FORNIA 

Mr. Waxman. Thank you, Mr. Chairman, for holding this hear- 
ing. 

This is an important hearing. We are in the process of reforming 
health care, and one of our goals in doing so should be to hold 
down costs. 

Well, our economy is in a slump. The Consumer Price Index has 
actually gone down. Yet, for pharmaceutical prices in the last year, 
there has been a 9 percent increase. I must say that, when it comes 
to prescription drugs and the drug industry, nothing surprises me 
anymore, but increases of this magnitude is really pretty shocking. 

Our Nation sees that when drug prices are raised by 9 percent 
or more over a year, that increases the out-of-pocket cost for drugs, 
it drives up insurance premiums, it increases the cost of the Medi- 
care D program, means more and more citizens — some with insur- 
ance, some without — are forced to go without the drugs they need 
to remain healthy. 

And reports indicate that this problem is getting worse, not bet- 
ter. The drug price increases over the last year are the biggest we 
have seen in a very, very long time. It is hard to escape the conclu- 
sion that the industry is positioning itself — positioning its pricing 
for enactment of the new health reform legislation. They were met 
with great acclaim when they announced with the White House 
and the Senate that they were going to take an 80-percent reduc- 
tion in their profits over the next 10 years, $80 billion. Well, a 9 
percent increase in prices over this last year comes to $20 billion 
that they are getting in just 1 year. So let us keep this in perspec- 
tive. 

When Americans hear about these soaring drug prices, they are 
absolutely right to demand to know what Congress is doing about 
it. In the House, led by members of our committee, we are trying 
to tackle this problem. Last month, the House passed historic 
health-care reform legislation, and I am confident the Senate is 
going to follow our example in a very short period of time. 

In our legislation, we provided that health insurance, including 
drug coverage for 36 million citizens who would be otherwise with- 
out it, and we closed the Part D donut hole, meaning that seniors 
would no longer have to stop taking drugs when their coverage 
runs out. What we did in the pharmaceutical area is that these 
companies will not just get a blank check as we form our health 
care system. We tried to strike an important balance that put con- 
sumers and taxpayers first. 
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We require the drug industry to provide additional discounts for 
the Medicaid program. We end the multi-billion-dollar windfall 
that the industry received when dual-eligible enrollees were 
switched from Medicaid to Medicare Part D drug coverage. We are 
requiring that discounts be provided when the government pays for 
low-income people to get health care coverage. 

The House bill uses this money that would otherwise go to the 
drug companies to help millions of Americans afford health care 
coverage and to close the Part D donut hole. That is a good policy 
outcome. It is good for America, and it is the right prescription for 
PhRMA. 

The drug industry made over $50 billion in profits in 2008 — $50 
billion in profits. Some of that went to increase their research and 
development. Most of it — or let’s put it this way — more of it went 
to marketing drugs than into R&D. 

So when we look at a drug price increase of 9 percent over the 
last year, it is the highest increase in recent memory. And as we 
try to climb out of our massive recession, as more and more Ameri- 
cans struggle with the loss of health care coverage and high insur- 
ance costs, everyone has to pay more costs for drugs. This is not 
right. We can’t afford it. 

The drug companies are playing a shell game when they tell us 
they are going to take reductions in government expenditure, yet 
they are going to get millions of new customers paying for drugs, 
and yet what we see is, at the same time, they are increasing their 
drug prices at a record rate. I hope this hearing will help us inform 
the people who are working on health care reform so that we don’t 
let them get away with this blank check. 

Thank you, Mr. Chairman. 

[The prepared statement of Mr. Waxman follows:] 
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Chairman Henry A. Waxman 
Opening Statement 

Hearing on “Prescription Drug Price Inflation: 

Are Prices Rising Too Fast?” 

December 8, 2009 

I thank Chairman Pallone for holding this hearing, and 
look forward to hearing from our witnesses. 


I’ve been working on health and drug-related issues 
for 35 years. I helped pass the Waxman-Hatch generic 
drug legislation and have now been involved for years in 
oversight work on Medicare Part D. 

I’d like to think that when it comes to prescription 
drugs and the drug industry, nothing surprises me anymore. 

But the recent increases in prescription drug prices 
shocked everyone. 


1 
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Our nation is trying to recover from the largest 
economic downturn since the Great Depression. The 
Consumer Price Index has actually dropped over the last 
year. Social Security checks will remain stagnant. 

Millions of Americans have lost their jobs and their health 
insurance. 

Yet the brand-name prescription drug industry raised 
prices by more than 9% over the last year. 

These price increases ripple through our health care 
system with devastating implications. They increase out of 
pocket costs for drugs and drive up insurance premiums. 
They increase the cost of the Medicare Part D program. 
And they mean that more and more citizens — some with 
insurance, some without — are forced to go without the 
drugs they need to remain healthy. 
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And reports indicate that this problem may be getting 
worse, not better. The drug price increases over the last 
year are the biggest in years. This past weekend, the New 
York Times reported that Alios, the manufacturer of a new 
cancer drug called Folotyn, will be selling this drug for 
$30,000 a month. $30,000 per month. And the drug hasn’t 
even been shown to increase the life expectancy of those 
who take it. 

It is hard to escape the conclusion that the industry is 
positioning the pricing of its products for enactment of the 
new health reform legislation. 

When Americans hear about these soaring drug prices, 
they are absolutely right to demand to know what Congress 
is doing about it. 

In the House, led by members of our Committee, we 
are trying to tackle this problem. Last month, the House 
passed historic health care reform legislation, and I am 
confident that the Senate will soon follow. 


3 
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The House legislation provides health insurance, 
including drug coverage, for 36 million citizens who would 
otherwise be without it. And it closes the Part D donut 
hole, meaning that seniors will no longer have to stop 
taking drugs when their coverage runs out. 

These changes will mean billions of dollars in new 
market opportunities for pharmaceutical manufacturers. 
That’s appropriate. We need a profitable brand-name drug 
industry in this country. The industry’s scientific 
breakthroughs improve healthcare and quality of life for 
millions. 

But we cannot write the pharmaceutical industry a 
blank check as we reform the health care system. 


4 
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The House health care reform bill strikes an important 
balance that puts consumers and taxpayers first. In return 
for the billions of dollars in new market opportunities, we 
require that the drug industry provide additional discounts 
for the Medicaid program. And we end the multi-billion 
dollar windfall that the industry received when dual eligible 
enrollees were switched from Medicaid to Medicare Part D 
drug coverage. 

The House bill uses the money raised from these 
industry concessions to help millions of Americans afford 
health care coverage and to close the Part D donut hole. 
This is a policy outcome that is good for America and the 
right prescription for PhRMA. 
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To date, the Senate has so far not gone as far as the 
House with their drug related provisions. When we do sit 
down with the Senate, I think the pharmaceutical industry’s 
recent price increases will be exhibit A on why we need 
new provisions to protect taxpayers. Part D enrollees, and 
others with and without insurance from exorbitant 
prescription drug costs. 

Thank you Mr. Chairman. 


6 
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Mr. Pallone. Thank you, Chairman Waxman. 

The gentleman from Illinois, Mr. Shimkus. 

OPENING STATEMENT OF HON. JOHN SHIMKUS, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS 

Mr. Shimkus. Thank you, Mr. Chairman. 

And I do appreciate the chairman of the full committee’s letter 
requesting a CBO analysis. I just wish we had that in hand prior 
to having this hearing, which bespeaks of the timing of this hear- 
ing for the purposes of whatever the majority wants to deem with- 
out having a proper analysis. 

Having said that. Medicare D has heen one of the most success- 
ful Federal health care programs. Originally scored in first-year 
costs at $49 hillion; it came in at $41 billion. Overall, since its in- 
ception, it is 40 percent under projected cost. Seniors have more 
choices. 

And it is a distinct difference in the direction that we are head- 
ing in 3962, where Medicare D incentivizes private insurers to pro- 
vide access to prescription drugs so people can choose, and you let 
the market work, which is just the opposite of what we plan to do 
when we eventually move to a government takeover of health care 
in 3962. 

Every health care hearing that we are going to have is going to 
be, as the chairman of the full committee says, in the parameters 
of the health care bill that is moving through both chambers. And 
rightly it should be. So there will be a lot of great questions be- 
cause of the calling of this hearing, and we look forward to dis- 
cussing those. 

Let me end on just talking about comments made last week 
which was disparaged but has been proved correct by a paper 
called The Californian. Last week we had the breast cancer deci- 
sion from 40 to 49. And a lot of us said, this will start the road 
down to the government making determinations based upon cost. 
And the headline here, “State Ends Subsidy for Mammograms to 
Low-Income Women Under 50.” And they also say, “The State’s de- 
cision, announced December 1st and effective January 1st, follows 
a controversial Federal recommendation last month that mammo- 
grams before the age of 50 are generally not needed. However, the 
private health care system has rejected the Federal task force rec- 
ommendations.” 

So here you have the public health agency say, we are going to 
accept these to save costs; the private insurers are going to keep 
them, which is an incentive for us to stop disparaging private in- 
surance and really be concerned about government-run. 

Here is what Dr. Klausen says. “What makes me really worried 
is that the California Department of Public Health wants to save 
money by taking away a cancer detection program,” Klausen said. 
“That discriminates against a gender, also discriminates against an 
income level, and it also discriminates against how community clin- 
ics can practice medicine.” 

That is the road we are heading. I reject this path. It will be 
harmful to public health. And we will get a chance to ask questions 
of those people who are in the room, the closed-door meetings with 
the White House and other leaderships, on their role in H.R. 3962. 
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And I yield back my time. 

Mr. Pallone. The gentlewoman from California, Ms. Eshoo. 

OPENING STATEMENT OF HON. ANNA G. ESHOO, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI- 
FORNIA 

Ms. Eshoo. Thank you, Mr. Chairman, for holding this very im- 
portant and timely hearing today. 

Like most of my colleagues, I, too, am very concerned to see re- 
ports of artificially increased drug prices on the heels of a promise 
made by the drug manufacturers to decrease prices for consumers. 

Last month, the AARP released a study which found brand-name 
drugs increased by 9.3 percent, the highest drug inflation since 
2002. Just a few months earlier, a much-touted announcement by 
the White House and PhRMA promised $80 billion in savings on 
drug costs, most notably to help seniors who are struggling to pay 
for medications in the donut hole. 

At a time when everyone in the health care industry is being 
asked to put something on the table to contribute something to the 
reform effort, the drug companies were some of the most vocal in 
touting the, quote, “sacrifice” they were making for the cause of 
health-care reform. 

Last April, IMS predicted that drug sales might actually go 
down. But IMS Health, a consulting firm paid for by the drug com- 
panies to advise them, reported a significant increase in prices. 

I certainly understand the need to couple profits with innovation 
in order to promote science and encourage new therapies and treat- 
ments. I think that that is essential, not only to advance what we 
want to advance but that we retain an American position where we 
are first in the world, because our people benefit from it. But, as 
I understand it, the House PhRMA agreement called for reduced 
drug costs to support comprehensive health-care reform and not 
discounts from jacked-up prices. 

I know that we are going to be hearing from PhRMA, who I un- 
derstand will testify that reports of rapidly increasing drug prices 
are false and that the increase was based solely on the listed price 
of drugs, not the discounted prices most Americans or the govern- 
ment pay. I am eager to hear their explanation and be able to re- 
port these explanations back to my constituents, if they are worthy 
of being reported, if they really hold something. 

I am also eager to hear from AARP, which fueled much of the 
drug pricing debate with their recently released report. As both an 
interest group for seniors and an insurance company, their report 
may have different implications. 

I would just like to add, too, that the gentleman from Georgia 
made some comments about biologies. And I know that he is not 
pleased with the outcome of what is in the bill. I do believe very, 
very firmly that by treating biologies in a new way, bringing them 
into biosimilars, that this will make biologies — move them into 
generics. And, thereby, more and more Americans will be able to 
not only afford them, but that that pathway is a very robust one, 
a smart way to go. 

I don’t want to lose this to other countries. I think that America 
is in a position today where it can ill-afford that. And, most frank- 
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ly, we have two major biologies companies today. We have to do 
this the right way so that this can reach patients. And it really rep- 
resents, I think, the most hope in medicine. Because, as good as 
pharmaceutical drugs may be, they only treat symptoms, they don’t 
go to the cause of a disease. So biologies are really where the most 
hope lies. 

So I thank you again, Mr. Chairman, for holding this hearing. I 
look forward to the testimony, the important testimony of the wit- 
nesses. And I yield back. 

[The prepared statement of Ms. Eshoo follows:] 
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Statement of the Honorable Anna G. Eshoo 
House Committee on Energy and Commerce, Subcommittee on Health 
Hearing on “Prescription Drue Price Inflation: Are Prices Rising Too Fast? ” 
Decembers, 2009 

Thank you, Mr. Chairman, for holding this timely and important hearing today. Like 
most of my colleagues, I’m very concerned to see reports of artificially increased drug 
prices on the heels of a promise made by drug manufacturers to decrease prices for 
consumers. This has a very real impact on my constituents daily, as well as seniors and 
others across our country. 

Last month AARP released a study which found brand name drug prices increased by 
9.3%, the highest drug inflation rate since 2002. Just a few months earlier, a much touted 
announcement by the White House and PhRMA, promised $80 billion in savings on drug 
costs, most notably to help seniors who are struggling to pay for medications in the 
“donut hole.” At a time when everyone in the healthcare industry is being asked to 
contribute to the refonn effort, it can be said that the drug companies were some of the 
most vocal in touting the “sacrifice” they were making to the cause of health reform. 

But last month, IMS Health, a consulting fimi paid by the drug companies to advise 
them, predicted that drug sales might actually go down, but IMS actually reported a 
significant increase in prices. In fact, IMS made an unusual change in the middle of its 
forecasting cycle, saying it now believed that U.S. sales would grow 4.5% in 2009 — or 
$21 billion more than expected six months earlier. 

I understand the need to couple profits with innovation in order to promote science and 
encourage new therapies and treatments. But as I understand it, the House-PhRMA 
agreement called for reduced drug costs to support comprehensive healthcare refomi, not 
for phony discounts from jacked-up prices. 

We will hear from PhRMA, who I understand will testify that reports of rapidly 
increasing drug prices are false and the increase was based solely on the listed prices of 
drugs, not the discounted prices most Americans, or the government, pay. I’m eager to 
hear their explanation. 

I’m also eager to hear from AARP, which fueled much of the drug-pricing debate with 
their recently released report. As both an interest group for seniors and an insurance 
company, their report may have many different implications. 
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Mr. Pallone. I thank the gentlewoman. 

The gentleman from Indiana, Mr. Buyer. 

OPENING STATEMENT OF HON. STEVE BUYER, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF INDIANA 

Mr. Buyer. I thank the chairman for the hearing today. 

And I don’t mind receiving input from anyone, at this point, be- 
cause there is such great uncertainty out there, especially regard- 
ing your very aggressive health agenda. And it is an agenda that 
I think is on the verge to hurt the industry and which we are going 
to discuss here today, and there, in turn, hurting the health of 
America and to the world. 

I think it is important to look at what we know about drug prices 
and their relationship with regulations, such as price controls, 
which are supported by the majority. It is what is included in their 
health reform legislation that was passed by the House and is 
being debated by the Senate. 

What we ought to be doing is we ought to be looking at the effect 
of price controls. And we can look at the model that is by European 
countries between 1986 and 2004. During this time, these countries 
strengthened their price controls, and the controls had a dev- 
astating impact upon research-and-development spending. And all 
of that investment then began to shift to America. 

Before the strident price controls were implemented in the mid- 
1980s, spending in Europe for research and development of the 
new life-saving drugs exceeded that of the United States by 24 per- 
cent. By 2004, spending in Europe on research and development of 
drugs trailed the United States by 15 percent. So what did this 
dramatic decline in research-and-development investment in Eu- 
rope amount to? Well, they have 50 fewer new drugs approved in 
Europe and about 1,700 fewer scientists employed in Europe. 

Europe’s pharmaceutical industry research and development 
grew at merely one-half of the rate of that here in the United 
States. As economists John Vernon and Joseph Golec found, quote, 
“Whereas European Union firms introduced about twice as many 
new medicines as U.S. firms between 1987 and 1991, they intro- 
duced about 20 percent fewer than U.S. firms between 2000 and 
2004.” 

So here we sit, with potential price controls that will be similar 
to Europe. I think America ought to pause — actually, I think Amer- 
ica ought to wake up. Because there is a wave of socialism that is 
truly coming to the shores of America. And we better wake up. 

Now, all of us either have friends or someone or a family member 
that has a narrow disease. So when you think of types of narrow 
disease — adenoid cystic carcinoma, Alpers’ disease. Bell’s palsy, 
Dandy-Walker malformation, Hodgkin’s disease, sickle-cell disease, 
sudden infant death syndrome — there is a very long list. And so, 
what is the demand when someone has a narrow spectrum of a dis- 
ease? Well, they want the pharmaceutical companies to find that 
drug that can help. 

Well, if it is very narrow and there is not any ability to have a 
profit, what is the incentive for industries to go? So government 
tries to provide the incentive. If we are going to wipe out and move 
to price controls and wipe out incentives in R&D, then many of 



18 


these disease groups, people are going to be left on the outside. And 
that is not how we define compassion for public health for America. 

I yield back. 

Mr. Pallone. Thank you. 

The gentleman from Texas, Mr. Green. 

OPENING STATEMENT OF HON. GENE GREEN, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Green. Mr. Chairman, thank you for having this hearing on 
prescription drug prices. 

We have seen many reports on the high cost and rising prices of 
prescription drugs. The most recent report released by AARP Policy 
Institute in November found that, between October 2008 and Sep- 
tember 2009, the brand-name drug prices increased 9.3 percent, 
the highest drug inflation since 2002. Prices for specialty drugs 
used by Medicare beneficiaries increased even more, by 10.3 per- 
cent. Over the same time, prices for generic drugs declined by 8.7 
percent. The high cost of these prescription drugs has an impact on 
Medicare, due to the increased taxpayer expenditures and in- 
creased premiums. 

I am also concerned that every member of this committee has 
heard from seniors in their district who are enrolled in Medicare 
Part D who have fallen into the donut hole, which is a result of 
the Medicare Modernization Act of 2003. This forced Medicare Part 
D enrollees to pay 100 percent of drugs between $2,700 and $6,154. 
Each year, 4,400 seniors in our district hit the donut hole and are 
forced to pay their full drug costs despite having Part D drug cov- 
erage. 

Throughout the country, seniors pay thousands in out-of-pocket 
expenditures they are unprepared for with fixed incomes. The 
donut hole often causes seniors to choose between purchasing medi- 
cation and food, which is not something they should ever have to 
do. This is not the kind of benefit seniors deserve, and it needs to 
be corrected by Congress. 

The House passed a health reform bill, H.R. 3962, which makes 
several major changes in prescription drug programs to ensure sen- 
iors and low-income individuals receive the prescription drug medi- 
cation they need at an affordable cost. H.R. 3962 increases current 
Medicaid drug rebates that manufacturers pay to the government 
and closes a program loophole that prevent full rebate payments. 

It also ensures the drug prices for dual-eligible and other low-in- 
come enrollees are no higher for Medicare Part D than they are 
under Medicaid. H.R. 3962 reduces the donut hole by $500 imme- 
diately and institutes a 50 percent discount for brand-name drugs 
in the donut hole upon passage. It actually eliminates that donut 
hole over a period of years by 2019. 

The legislation gives the Secretary of HHS the ability to nego- 
tiate with pharmaceutical manufacturers to get the best deal pos- 
sible for Medicare Part D beneficiaries. This allows the Secretary 
to obtain large discounts and rebates on drugs used by seniors, 
passing on that savings to Part D enrollees and to the taxpayers. 

The Senate is working on their health care bill right now, but 
their bill does not allow the Secretary to negotiate the lower Part 
D prices and does not create new Part D drug rebates and does not 
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close the Part D donut hole. If we want to make real health-care 
reforms, we must address the problems that exist in Medicare, par- 
ticularly those that cost our seniors thousands of dollars each year. 

And, again, I want to thank the witnesses and appreciate them 
for appearing before our committee, Mr. Chairman. 

Mr. Pallone. Thank you. 

The gentleman from Georgia, Mr. Gingrey. 

Dr. Gingrey. Mr. Chairman, I will waive my opening statement 
in the interest of having more time for questions. Thank you. 

Mr. Pallone. Thank you. 

Our vice chair, the gentlewoman from California, Mrs. Capps. 

OPENING STATEMENT OF HON. LOIS CAPPS, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA 

Mrs. Capps. Thank you. Chairman Pallone, for holding this hear- 
ing on such a timely and urgent situation. 

As we move forward with health-care reform efforts, we need to 
ensure that we aren’t just providing access to health care services 
in theory, but we need to actually make it affordable, both for indi- 
viduals and for the government. With prescription drugs account- 
ing for 10 percent of medical expenditures, it is imperative that we 
assure affordability for the people who rely on them. 

I am particularly concerned with the impact of rising drug costs 
on our seniors, who, for the most part, live on fixed incomes. I am 
sure all of our colleagues have heard from constituents who have 
literally had to decide each week between medication and groceries 
because the costs are so prohibitive; or other constituents who de- 
cide to take only half of their prescription, their dosage, because 
they can’t afford to pay for the entire amount. 

While there are assistance programs to help individuals pay for 
their medications, they aren’t always reliable, and they don’t al- 
ways apply to the particular medication that the senior needs. And 
that is why it is so important that we have this hearing today to 
look into the possible reasons for the rapidly increasing costs of 
medication. 

I certainly understand that drug manufacturers must recoup the 
expensive costs of research and development. But, at the same 
time, isn’t it unconscionable for us to be watching as drug compa- 
nies’ profits rise the way they are, while more and more of their 
patients with chronic disease lose their ability to afford life-saving 
medications? I look forward to hearing our witnesses’ thoughts on 
why these price increases are occurring and how we can address 
the costs as we move forward. 

And I yield back. Thank you. 

Mr. Pallone. Thank you. 

The gentleman from Texas, Mr. Burgess. 

OPENING STATEMENT OF HON. MICHAEL C. BURGESS, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Dr. Burgess. Thank you, Mr. Chairman. 

I am sure if there are people watching this hearing this morning, 
they are wondering what in the world is the purpose of what we 
are doing here this morning. If it is to answer the question, “Are 
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prescription drug prices rising too fast?” then they probably have 
a couple of concerns. 

And the first is, why have we not waited until the report re- 
quested by Chairman Waxman from the General Accountability Of- 
fice on this very question was received? We really can’t debate the 
proper increase in prices, what they should look like, until we know 
the facts — not the facts as reported by the New York Times or an 
advocacy group with a policy agenda, but that provided by an inde- 
pendent entity which has the responsibility of providing Congress 
with information. 

And the second concern is, why in the world did we not initiate 
this in the Subcommittee on Oversight and Investigations where 
we have subpoena power if necessary and can take testimony 
under oath? If the concern is that prices are being manipulated and 
causing harm to Americans on programs under this committee’s ju- 
risdiction, then that would seem to be the natural place to hold 
that hearing. 

Maybe this is all about that monstrosity of a bill that we passed 
late in the night a couple of Saturdays ago. Again, it is just hard 
to know. But you do have to ask the question, where is the General 
Accountability Office, where is the Congressional Budget Office, 
where are the actuaries at the Center for Medicare and Medicaid 
Services that could make sense of some of this for us? None of 
those people are testifying today. Mr. Chairman, why is that? 

Now, I know some people look at drug prices and say, “All drug 
companies are evil, and they shouldn’t make a profit, and we need 
to take those away from them.” This government’s history, in the 
past year, of manipulating in the market is wrong on so many prin- 
ciples. I don’t think we should encourage that type of behavior in 
this committee today. 

But you know what we really don’t know? If this manipulation 
does exist, what part of it was fostered by those secret negotiations 
that occurred down at the White House in May and June? And why 
has this committee had absolutely no curiosity about what was 
going on in those secret negotiations in May and June? And why 
is it that so many of these things were stumbled upon in the 
workup of the legislation in this committee and on the Senate Fi- 
nance Committee? Why is it that pharmacy prices can’t be 
changed? Why is it that the American Hospital Association has 
some of the things that it has brought to the table that are judged 
to be pretax? What other deals were struck? What deals with the 
AMA? What about AHIP? What about the Service Employees Inter- 
national Union? 

We know nothing about that because this committee has had no 
curiosity about what might have been happening down at the 
White House under the cloak of darkness. This was supposed to be 
a transparent process available to the American people on C-SPAN 
from start to finish. And we can’t get the most basic information 
about what was given up and what was given away during those 
secret negotiations in May or June. 

Now, we can also do a lot of stuff on Medicare Part D. I have 
to tell you that the fact that we decided in 2006 to work with the 
market rather than dictate to the market has been responsible for 
a significant amount of success in the Part D program. 
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But I suspect we will hear some of the same arguments that we 
have heard for years about why that program is not working, de- 
spite the fact that 90 percent of Americans aged 65 and over have 
access or have prescription drug coverage today compared to 75 
percent before we started in 2004 and that the satisfaction with 
that program is at an all-time high. I am not going to say that the 
program can’t be improved, but it has worked and it has exceeded 
expectations. And I think we need to be careful before we start tin- 
kering around the edges with that program. 

Thank you, Mr. Chairman, for holding this hearing. And I yield 
back. 

Mr. Pallone. Thank you. 

The gentlewoman from California, Ms. Harman. 

OPENING STATEMENT OF HON. JANE HARMAN, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF CALIFORNIA 

Ms. Harman. Thank you, Mr. Chairman, for holding this hear- 
ing. 

Let me say to Dr. Burgess that I sat through the tens of hours 
of markups of the health care bill, and I heard people on our side 
complain fiercely about the so-called deal that the White House 
struck with PhRMA, the $80 billion deal. And I remember voting 
for parts of the health care bill that were reported by this com- 
mittee that scuttled that deal and that required, for example, nego- 
tiations for better drug prices under Medicare Part D. So I think 
whatever it is that the White House did, I want to applaud this 
committee for looking independently at some of those deals. 

And I think the reason we are here today is because we are still 
enormously concerned about the escalation in drug prices. Accord- 
ing to the AARP, the wholesale prices, not the retail prices, of 
brand-name drugs have risen by 9.3 percent in the last year, the 
highest annual increase since 1992. And this comes at a time when 
the Consumer Price Index has dropped by 1.3 percent. 

As we head into the holidays and people are strapped to buy any- 
thing for their families over the holidays, I think it is just uncon- 
scionable and immoral that a basic necessity of life, which is drugs, 
is having this unexplained escalation in prices. 

We already spend nearly $300 billion a year on prescription 
drugs. It is one of the fastest growing areas of health-care spend- 
ing. And, frankly, since the very beginning, I have maintained that 
reducing the cost of prescription medications is the one reform that 
will have the biggest impact on people. 

So I am very glad that we are holding this hearing. And I just 
want to say to our witnesses and to others who are looking at this 
problem that consumers are watching, and right now what I think 
they are seeing is price gouging. 

I yield back. 

Mr. Pallone. Thank you. 

The gentleman from Pennsylvania, Mr. Murphy. 

OPENING STATEMENT OF HON. TIM MURPHY, A REPRESENTA- 
TIVE IN CONGRESS FROM THE COMMONWEALTH OF PENN- 
SYLVANIA 

Mr. Murphy of Pennsylvania. Thank you, Mr. Chairman. 
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This is a hearing that we have long awaited, as with many other 
hearings of this type, to find out accurate information with regard 
to pharmaceutical companies and what they do. I am particularly 
concerned here about making sure that we are not having hearings 
on why drug companies are not inventing drugs to cure disease. 
That would be a sad state of affairs, indeed. 

Many of my constituents are senior citizens, and we know they 
struggle to pay their high medical bills. We know that we have had 
opportunities, sometimes squandered, with regard to how we could 
reduce medical bills by reducing costs of health care through pre- 
ventative services, through making sure that we maintain disease 
management, by making sure we reduce waste in health care. 

However, one thing we don’t want to do is eliminate drugs that 
can help cure problems. After all, drugs that are not affordable 
offer little consolation, and a drug that is not invented offers little 
cure. And, as a combined thing, we have to make sure this com- 
mittee does not stand in the way of coming up with those cures. 

It is easy to go after companies that make money — oil companies, 
pharmaceutical companies, anybody else who makes a profit — as a 
for-profit or nonprofit company and say that they should not be 
making that kind of money if the cost is passed on to the consumer. 
I understand, and we need to be sensitive to that area and make 
sure that these prices of any item is not inflated to the point that 
people cannot afford them. 

However, it is also important that this committee, nor this Con- 
gress, nor this country stands in the way of coming up with these 
cures to treat diseases. There was a — certainly, other things that 
we have done here. We have looked after the consumers. We want 
to make sure we continue to look after the consumers and making 
sure that these are things that they have. 

Generic drugs also are a critical function. They have grown mas- 
sively in their use. They provide some good choices for people. And 
we need to continue to support generic drug use. However, they are 
not involved in the research-and-development sector, and we have 
to make sure that the research and development continues on. 

Congress funds much of that through NIH, through NIMH, 
through a lot of studies that take place, and we need to continue 
to do that, as well. And somehow we have to look at how combining 
these efforts to fund research and development, to fund all levels 
of research continue on so that this country leads the way in com- 
ing up with ways that we can find affordable prescription drugs. 

And, to that end, I am looking forward to hearing the testimony 
of the panelists here and seeing if they can offer us some solutions 
that is based upon how we can maintain this search for cures as 
well as search for affordable costs. 

I yield back. 

Mr. Pallone. Thank you. 

The gentlewoman from Illinois, Ms. Schakowsky. 

OPENING STATEMENT OF HON. JANICE D. SCHAKOWSKY, A 

REPRESENTATIVE IN CONGRESS FROM THE STATE OF ILLI- 
NOIS 

Ms. Schakowsky. Thank you. Chairman Pallone. I appreciate 
your having this hearing today to better understand why prescrip- 
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tion drug costs are rising exponentially at a time when millions of 
Americans are struggling to make ends meet. 

I assure you my constituents applaud the fact that we are having 
this hearing today. A recent AARP survey of Illinois seniors con- 
firmed the concerns that I hear from my constituents every single 
day. Sixty-three percent of AARP members in Illinois said they 
were concerned about affording their prescription drugs. Close to 
20 percent reported having to cut back on necessities to pay for 
prescriptions. Twenty-one percent reported not filling or delaying a 
filled prescription because they simply couldn’t afford it. And one 
in five said they took less than the prescribed amount to make 
their medicines last longer. 

Facing a severe budget deficit, our State took the bold step of ex- 
panding its prescription drug program, called Illinois Cares Rx, de- 
signed to benefit seniors and people with disabilities. When asked 
about the reason for the expansion of the Illinois — when asked for 
a reason, we asked Barry Maram, who is head of the Illinois 
Health Care and Family Services Division, and he said, quote, “The 
cost of prescription drugs has escalated to the point of being 
unaffordable for many of the people who rely on them most, espe- 
cially seniors and people with disabilities. No one should have to 
go without medication that keeps them healthy,” unquote. 

The cost of brand-name prescription drugs are rising at a pace 
that far exceeds price increases for other consumer products. My 
constituents, both as consumers and as taxpayers, want to know 
whether the pharmaceutical industry is preparing for health-care 
reform by trying to squeeze every bit of profit they can now. 

Health consumers are desperate for health-care reform, and 
there are many provisions in H.R. 3962 that would lower drug 
prices, including the language that I had the honor of offering to 
this committee to eliminate the ban on Medicare negotiating for 
drug prices. But they can’t afford to have the drug industry use the 
time between now and the implementation to artificially raise 
prices and profit at their expense. 

Again, I thank you, Mr. Chairman. And I yield back. 

Mr. Pallone. I thank the gentlewoman. 

Next is the gentlewoman from Ohio, Ms. Sutton. 

OPENING STATEMENT OF HON. BETTY SUTTON, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF OHIO 

Ms. Sutton. Thank you, Mr. Chairman. And I appreciate you 
holding this hearing today. 

I would like to be able to say that I am shocked that we are here 
talking about this, but, sadly, I am not. Americans pay the highest 
drug prices in the world. We pay between 35 percent and 55 per- 
cent higher than people in other developed countries. And we have 
been paying these exorbitant prices for a long time. Drug prices ac- 
count for 10 percent of all health-care spending. 

Over the past year, we have been working hard in this com- 
mittee and in Congress to make health care more affordable for 
families, businesses, and individuals. And the “Affordable Health 
Care for America Act” health care bill contains a number of initia- 
tives aimed at curbing the out-of-control drug prices for America’s 
families and seniors. 
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And yet, during this period, drug companies increased prices by 
over 9 percent at a time when inflation was negative. Increased 
drug prices hurt us all. They hurt older Americans on fixed in- 
comes, who saw their drug bills increase by $550 last year. They 
hurt people who have insurance and who now have higher co-pays. 
They hurt taxpayers and the government, who are now paying 
higher drug prices. And, more than anyone else, they hurt the un- 
insured, who do not have anyone to negotiate on their behalf. 

There is something wrong when Americans are paying record- 
high drug prices and drug companies are reporting such high prof- 
its. The CEO salaries at some of the largest drug makers are evi- 
dence enough that something is seriously wrong. At Abbott Labora- 
tories, the CEO made over $28 million last year. At Merck, the 
CEO made over $25 million. And at Pfizer, the CEO made over $15 
million. 

And it does not end there. Drug companies often claim that they 
must charge higher prices in order to fund research and develop- 
ment for new drugs. But the truth is, drug companies spend more 
on advertising than they do on R&D. It is time for some answers. 
It is time for the drug companies to explain why they are raising 
prices, especially right now. 

And I yield back. 

Mr. Pallone. Thank you. 

The gentleman from Pennsylvania, Mr. Pitts, waives. 

The gentleman from Georgia, Mr. Barrow. 

Mr. Barrow. Thank you, Mr. Chairman. I will waive. 

Mr. Pallone. Thank you. 

I think that concludes our opening statements from the Mem- 
bers, so we will now turn to our witnesses. We have just one panel 
today, and I would ask the panel to come forward at this time. 

Welcome. And thank you for being here today. 

Let me just introduce each of you. Starting on my left is Pro- 
fessor Stephen Schondelmeyer, who is professor and head of the 
Department of Pharmaceutical Care and Health Systems and direc- 
tor of the PRIME Institute at the University of Minnesota. Second 
is Mr. Rick Smith, who is senior vice president for policy, research, 
and strategic planning at PhRMA, which is the Pharmaceutical Re- 
search and Manufacturing Association. And then we have Kathleen 
Stoll, who is deputy executive director of Families USA. And Dr. 
John Vernon, who is a professor. Department of Health Policy and 
Management, at the University of North Carolina at Chapel Hill, 
and he is a faculty research fellow with the National Bureau of 
Economic Research. And finally is Ms. Bonnie Cramer, who is 
Chair of the Board of Directors of AARP. 

Thank you all for being here today. We have 5-minute opening 
statements. They become part of the record. And you may, of 
course, with our discretion, submit additional statements in writ- 
ing. And you may get some additional questions after the hearing, 
too, to respond to in writing. 

And I will start with Dr. Schondelmeyer. 
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STATEMENTS OF STEPHEN SCHONDELMEYER, PROFESSOR 
AND HEAD, DEPARTMENT OF PHARMACEUTICAL CARE AND 
HEALTH SYSTEMS, DIRECTOR, PRIME INSTITUTE, UNIVER- 
SITY OF MINNESOTA; RICHARD I. SMITH, SENIOR VICE 
PRESIDENT FOR POLICY, RESEARCH, AND STRATEGIC PLAN- 
NING, PHARMACEUTICAL RESEARCH AND MANUFACTURING 
ASSOCIATION; KATHLEEN STOLL, DEPUTY EXECUTIVE DI- 
RECTOR, FAMILIES USA; JOHN VERNON, PROFESSOR, DE- 
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STATEMENT OF STEPHEN SCHONDELMEYER 

Mr. SCHONDELMEYER. Thank you, Mr. Chairman. 

And my apologies for being late with my testimony. I was rather 
pressed with time and short notice on this particular hearing. 

I am here to speak on my own behalf as a researcher and one 
who has studied this marketplace for more than 30 years. I am not 
here representing AARP or even the University of Minnesota other 
than the fact that I am a professor there and that is where I do 
my research. 

And, also, let me comment that the Medicare Part D drug pro- 
gram has expanded coverage for prescription drugs for people who 
would not otherwise have had such coverage, and it has provided 
many benefits, and we have made some progress in that area. 

Realizing that drugs and drug prices and drug expenditures were 
an issue, the AARP and others, such as myself, researchers in the 
marketplace, determined that we need to, kind of, follow the ad- 
vice, for example, of President Reagan when he said, with respect 
to nuclear disarmament, “Trust and verify.” One, let’s trust that 
there is a reason for the price changes, but let’s track them and 
see what they are and report that and reflect those price changes 
in the marketplace. And so, individuals at the AARP Public Policy 
Institute had an interest in tracking drug prices, and I had been 
doing that for a number of years in the marketplace, and we de- 
cided to get together and collaborate. 

That collaboration has led to a series of studies of drug prices 
over the last 5 or 6 years with AARP, one of which was the study 
that got reported in the New York Times back about a month ago. 
The details of that study and how we conduct our reports can be 
found in the reports that are available on AARP’s Web site. And 
so the detailed methodology, I would refer you to those reports 
rather than take time today to go through them, but I would be 
happy to answer any questions. 

Just to put it in perspective, though, we used actual Medicare 
Part D prescription data and identified the most frequently pre- 
scribed, the highest expenditure drugs, and the drugs that ac- 
counted for the most days of therapy. And, with 548 individual 
drug products in our market basket, we were able to account for 
over 81 percent of all prescription expenditures under Medicare 
Part D, over 79 percent of the prescriptions dispensed, and over 91 
percent of the days of therapy. So this market basket represents 
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virtually all of the Medicare Part D market with the exception of 
a very small set. 

The data that we use is a price called the wholesale acquisition 
price. And let me remind you that wholesale acquisition price is a 
price that is set by the manufacturer and reported to the price 
databases such as Blue Book, Red Book, or Medispan, and these 
prices are the manufacturers’ set price. On the one hand, even the 
wholesale acquisition cost is, in a sense, a type of a list price, but 
this list price very directly affects the price that is paid for pre- 
scription drugs at the retail level for virtually all third-party pro- 
grams in the U.S., including the Medicare Part D plan which is in 
the private market as well. 

So let’s get down to the meat. What has the trend been for pre- 
scription drug prices in the past year? And here we are comparing 
prices from October of 2008 up through September of 2009, so I am 
talking about annualized prices, a 12-month period. And we use a 
rolling average which actually levels out and actually pulls down, 
in some cases, the price increase that is reported. 

Brand-name drug prices — that is, largely patented single-source 
drugs — increased on average from this Medicare market basket 9.3 
percent in the 12 months ending in September 2009. That 2009 in- 
crease of 9.3 percent was the highest that we have seen in at least 
7 years prior to this for that same market basket of drugs. The pre- 
vious years, we saw 5.3 to 8.7 percent increases, nothing to brag 
about, but now we are up to 9.3 percent. 

The average cost of just one brand-name medication if a patient 
is taking it on a chronic basis would be over $2,000. And this 9.3 
percent increase then means that the individual taking just one 
chronic medication experienced a $200 increase in the cost of that 
medication last year. The average elderly person is on two to three 
medications, so they would have experienced a $400 to $600 in- 
crease in expense. 

Ninety-six percent of the brand-name drugs that we tracked ex- 
perienced a price increase. None had a price decrease. 

The annual price increases of individual brand drugs that were 
notable — and there were many, and I will only give a few exam- 
ples: Ambien CR, a heavily advertised drug, increased 20.8 percent; 
Aricept, an anti-dementia drug with generic competition, increased 
17.2 percent; Zetia, a drug with a questionable value and efficacy, 
increased 14.3 percent; Nexium, a heavily advertised drug with a 
patent until 2020, increased 7.1 percent. 

That is brand-name drugs. We also pulled out specialty drugs. 
These are often the drugs you are talking about in terms of 
biologicals or biosimilars. Not all of them are, but the vast majority 
of specialty drugs are biologicals. The biologicals and specialty 
drugs experienced a 10.3 percent average increase in 2009. And 
there, we can look — for example, the drug Betaseron, used for mul- 
tiple sclerosis, had an increase of 28.2 percent. 

There were five drugs — actually, four drugs and five different 
presentations of those drugs in our market basket. All five of the 
multiple sclerosis drugs increased more than 17 percent, ranging 
from 17.5 up to 28.2 percent increase in price. There were 12 can- 
cer drugs in our specialty database. They ranged from a low of 4.9 
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percent up to 20.8 percent. And, again, remember, inflation overall 
was negative last year. 

The bright spot is we also tracked generic drugs, and generic 
drugs actually went down 8.7 percent. This is one of the few 

Mr. Pallone. I am going to ask you to summarize because you 
are, like, a minute and a half over. 

Mr. SCHONDELMEYER. OK, I will. 

Generic drugs are one of the few sectors that truly has a market- 
place and has economic competition, and generics have continually 
gone down in price. The question isn’t what do we use to measure 
price inflation, the Consumer Price Index for Rx drugs or the 
AARP index. Each of them provides information that is unique and 
different. Our index was created to show the difference between 
brand names and specialty and generic, not just the aggregate 
index. And my full report — and I would be glad to answer in ques- 
tions the role that rebates and discounts — that other methodo- 
logical issues have in how we viewed this. 

The bottom line, though, is the average senior last year got a 
zero percent cost-of-living increase for Social Security income. 

They experienced an 11 percent increase in the premiums they 
had to pay for their Part D plans. That is for the drug benefit plan. 
They also face a 9.3 percent for brand name and 10.3 percent in- 
crease for specialty drugs. The only bright spot there is the 8.7 de- 
crease in generic drug prices. 

These prices are real. They are felt by your constituents. 

Mr. Pallone. Thank you. 

[The prepared statement of Mr. Schondelmeyer follows:] 
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Thank you Representative Pallone and other members of the House Subcommittee on 
Health for this opportunity to provide information and insights on drug price inflation and 
its impact on the Medicare Part D drug program, I am Stephen W. Schondelmeyer, 
Professor of Pharmaceutical Management & Economics at the University of Minnesota 
where I serve as Director of the PRIME Institute. The PRIME institute focuses its 
research on policy issues related to pharmaceutical economics and the management of 
drug expenditures at all levels in society. These remarks are my own views based upon 
my research and experience in studying the pharmaceutical marketplace for over thirty 
years. Previously, I have had the opportunity to serve Congress on the Prescription 
Drug Payment Review Commission that was established under the Catastrophic 
Coverage Act of 1988 — a law that was repealed before the program was 
implemented — to provide prescription drugs to Medicare beneficiaries. 

This hearing on drug price inflation and its impact on the Medicare Part D drug benefit 
provides a timely forum for examining the effect that drug prices have had on health 
care expenditures of both patients and payers. Also, this hearing provides an 
opportunity to look ahead to what we can expect as Congress crafts health market 
reform provisions that will be implemented and will shape our health care outcomes and 
expenditures for years to come. Today, I will briefly address findings related to recent 
changes in drug prices and the expected impact of these changes on the Medicare Part 
D drug program and health market reform. 

Prescription Drug Coverage Under Medicare Part D 

First, let me begin by commenting that the Medicare Part D program has provided 
improved coverage of prescription drugs for many Medicare beneficiaries that did not 
have such coverage prior to 2006. The Medicare Part D program, in general, has been 
a major step forward for providing appropriate and accessible drug therapy to the 
nation’s elderly and disabled. While some advocates and observers projected that the 
Medicare Part D program would introduce competitive forces that would restrain drug 
prices, others contended that the legislation did not contain adequate provisions for 
ensuring competition that would reduce, or even slow, the escalation of drug prices. The 
issue of drug prices was, and still is, both critically important and hotly debated. Drug 
prices continue to be a concern for government programs such as Medicare and 
Medicaid, for private market payers such as employers and unions, and for individuals 
including Medicare beneficiaries who pay for all, or part, of the cost of their drug 
therapy. 

Realizing that drug prices were a major hot button issue for those who pay for their own 
prescriptions — many of whom are AARP members — the AARP determined that it should 
do something to keep the public informed about prescription drug prices. AARP 
followed the advice of former President Reagan with respect to nuclear disarmament 
when he declared that the U.S. should “trust and verify.” AARP entered into a dialogue 
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with the major pharmaceutical manufacturers asking, and trusting, that they would hold 
their price increases near the level of general inflation. At the same time, the AARP 
Public Policy Institute inaugurated a process in 2004 to monitor and verify changes in 
manufacturer’s drug prices over time. The findings — both favorable and unfavorable- 
are routinely reported to AARP members and to the general public. Researchers at the 
AARP Public Policy Institute were aware of drug price studies that had previously been 
conducted by the PRIME Institute at the University of Minnesota under my direction and 
they invited me to collaborate with them to track drug prices in the period before 
Medicare Part D began and after the program was implemented. 


Tracking Prescription Drug Prices 

The Rx Watchdog reports were designed to track changes in manufacturer prices for 
prescription drugs widely used by Medicare Part D beneficiaries over time. The market 
basket for the AARP price studies was designed so that manufacturer pricing patterns 
for specific segments of the pharmaceutical market could be examined either 
individually or in aggregate. For example, the market basket allows calculation of 
separate indices for: (1) brand name drug products; (2) specialty drug products, 
including both brand and generic versions of specialty drug products; (3) generic drug 
products; and (4) a combined market basket (i.e., brand, specialty and generic). No 
other measure of drug prices in the market provides this level of detail and insight into 
drug pricing patterns. 

The Rx Watchdog reports are the only published reports that provide for analyses of 
price trends such as: (1) brand versus generic status of drug products; (2) traditional 
drug products versus specialty drug products; (3) specific therapeutic categories of drug 
products; (4) individual drug manufacturers; and (5) individual drug products. 

The prescription drugs that are most widely used by Medicare beneficiaries served as 
the basis for the market basket used in the Rx Watchdog reports. The most widely 
dispensed drug products (including brand name, specialty and generic drugs), the drug 
products with the highest sales levels, and the drug products with the highest number of 
days of therapy were identified from among the prescriptions provided by the largest 
Medicare Part D plan provider. Details of the method used to identify the market basket 
of drugs are described in our previously published reports.' 

The market basket used included 548 specific drug products with 219 brand name 
products, 144 specialty products, and 185 generic products. This combined market 


' See detailed melhodology in Appendix A of the AARP Public Policy Institute's March 2008 report, '‘Rx Watchdog 
Report: Trends in Manufacturer Prices of Brand Name Prescription Drugs Used by Medicare Beneficiaries, 2002 to 
2007” for details. Previous reports from this series can be found on the AARP Web site at 
http://www.aarp.org/research/ppi/liealth-care/meciicarc/arCicles/rx_walchdog.html. 
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basket accounted for 81.6% of all prescription drug expenditures, 79.2% of all 
prescriptions dispensed, and 91.2% of all days of therapy provided by a Medicare Part 
D plan provider in 2006. 

Although the market basket studied was identified using data from a Medicare Part D 
plan provider, changes in prices charged by drug manufacturers to wholesalers and 
other direct purchasers were measured using changes in the wholesale acquisition cost 
(WAC) as published by the Medi-Span Price Rx® database.^ Wholesale acquisition cost 
is a price set by, and reported directly by, drug manufacturers to the drug price 
databases such as MediSpan, First Data Sank (Blue Book), and Thomson Reuters (Red 
Book®). The average annual change in prices was calculated for each individual drug 
product as a 12-month rolling average. The aggregate estimates of price, or change in 
drug prices, were calculated for this study by weighting each drug product’s value by its 
share among the Medicare Part D annual sales.^ 


Drug Price Trends By Market Segment 

What has the trend been for prescription drug prices In the past year? The trends 
reported here are annual price changes based on the l2-month period from October 
2008 to September 2009. Recall that in the past year the general inflation rate as 
measured by the Consumer Price Index for All Items (CPI-U)'* actually averaged 
negative 0.3% for the year and it was negative 1.3% for September 2009 versus 
September 2008. So let’s examine price changes in each of the market segments. 

Brands Name Drugs 

What happened with brand name prescription drug prices in 2009? 

• Brand name drug prices, on average, increased 9.3% during the 12-months ending 
with September 2009. 

• The 2009 increase (9.3%) in brand name doig prices was higher than the rate of 
increase observed during any of the prior seven years (i.e., 2002 to 2008) when 
brand name drug price increases ranged from 5.3% to 8.7%. (See Figure 1 .) 


^ Drug price data at the whole.sale acqui.sition cost (WAC) level wa,s obtained from the drug price database known as 
PriceRx© (Indianapolis, IN; Woltcrs Kluwer Health, Inc., Nov. 20()8). 

^ The number of drugs included in the analysis for a given year varies because not all drugs in the sample were on 
the market in earlier years. For example, the analysis for 2004 includes 448 drug products repre.senting 8 1 .6% of the 
Medicare Part D drug expenditures. 

^ The general inflation rate, for purposes of this report, is measured by the Consumer Price Index-All Urban 
Consumers for All Items (seasonally adjusted) and published by Bureau of Labor .Statistics series CUSROOOOSAO 
(CPI-U). 
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• The average annual cost for one brand name medication was about $2,045 in the 
third quarter of 2009 and this was an increase of about $202 per year for each 
chronic medication. 

• A senior taking three chronic brand name drugs in 2009 would have total drug costs 
of about $6,134 — more than enough to push them into the doughnut hole. 

• 96% (210 of 219) of the brand name drug products experienced a price increase in 
the previous 1 2-months. Ail of these price increases were greater than the CPl-Rx 
(2.7%). None of the brand name drugs decreased its price in 2009. 

• Annual prices increases of individual brand name drugs that were notable include: 

> Ambien CR, a heavily advertised drug, increased 20.8%. 

> Aricept, an anti-dementia drug with generic competition, increased 17.2%. 

> Zetia, a drug with questionable value and efficacy, increased 14.3%. 

> Nexium, a heavily advertised drug with a patent until 2020, increased 7.1%. 


Figure 1: Average Annual Percent Change in Manufacturer Prices for Widely l).sed Brand Name 
Prescription Drugs Continues to Grow in 2009 
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Specialty Drugs 

What happened with specialty prescription drug prices in 2009? 

• Specialty drug prices, on average, increased 10.3% during the 12-months ending 
with September 2009. Brand name specialty drugs increased 1 9.2%. 

• The 2009 increase (10.3%) in specialty drug prices was higher than the rate of 
increase observed during any of the prior five years (i.e., 2004 to 2008) when 
specialty drug prices increases ranged from 5.0% to 9.3%. (See Figure 2.) 

• The average annual cost for one specialty medication was about $32,735 in the third 
quarter of 2009 and this was an increase of about $3,509 per year for each chronic 
specialty medication. 

• 65% (94 of 144) of the specialty drug products experienced a price increase in the 
previous 12-months. 90% of specialty brand name drugs had a price increase in the 
previous year. 33% of the specialty drugs had no price increase and most of these 
were specialty generics. Two specialty generics had a decrease in price in 2009. 

• Annual prices increases for individual specialty drugs that were notable include: 

> Infergen, an antiviral, increased 41.6%. 

> Betaseron, a multiple sclerosis drug, increased 28.2%. 

> All 5 multiple sclerosis drug products had price increases greater than 17,5%. 
(Range 17.5% to 28.2%) 

> All 12 cancer drugs had price increases greater than the CPI-Rx (2.7%) with 
price increases ranging from 4.9% to 20.8%. More than one-half (7 of 12) cancer 
drugs increased more than 4 times the CPI-Rx rate with increases ranging from 
13.4% to 20.8%. 
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Figure 2: Average Annual Percent Change in Manufacturer Prices for Widely Used Specialty 
Prescri ption D r ugs C o nt i nues to Gro w in 2(K19 


12 . 0 % - 



Note: Shaded bars indicate years when Medicare Part D was t^terational . 


Generic Drugs 

What happened with generic prescription drug prices in 2009? 

• Generic drug prices, on average, decreased 8.7% during the 12-months ending with 
September 2009. 

• Generic drugs have had an average decrease in price every year since 2004 with 
these decreases ranging from -0.6% to -1 1 ,2%. (See Figure 3.) 

• The average annual cost for one generic medication was about $312 in the third 
quarter of 2009. This was a decrease of about $21 per year for a chronic generic 
medication. 

• 84% (155 of 185) of the generic drug products had no price increase in the previous 
12-months while 15% (28 of 185) of generic drugs had a price decrease. Two 
generics had a price increase in the previous year. 

• Prices changes for individual generic drugs that were notable include: 

> Simvastatin, an cholesterol lowering agent, decreased 79.8%. 
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> Metformin, an oral anti-diabetic drug, decreased 86.4%. 

> Gabapentin, an anti-seizure drug, decreased 35.1%. 

> Klor-Con, a branded generic potassium drug, had a price increase of 37.8%. 


Figure 3: The Average Annual Percent Change in Manufacturer Prices for Most Widely Used 
Generic Prescription Drugs Decreased More Slowly in 2009 



1^ — I M anufaclurer Price (WAC) General Inflation (CPI-U) 


Note; Shaded bars indicate years when Medicare Part D wa,s operational 


Combined Market Basket 

What happened with the drug prices for the combined market basket in 2009? 

• When combined, the average annual rate of increase for all of the drugs analyzed 
(brand name, specialty, and generic) was about 5.4% during the 12-months ending 
with September 2009. 

• The combined annual rate of growth for drug prices is attributable to the unusually 
high levels of price growth among brand name (9.3%) and specialty drugs (10.3%) 
despite the fact that generic drugs experienced a substantial price decrease of 
-8.7%. (See Figure 4.) 
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Figure 4: The Average Annual Percent Change in Manufacturer Prices for Most Widely Used 
Prescription Drugs Continues to Increase in 2009 



Sept 09 


I I Manufacturer Price (WAC) " ■ General Inflation (CPl-U ) 


Note: Shaded bars indicate years when Medicare Pan D was operaticmal. 


Different Measures for Different Questions 

While there are several measures that track drug prices at the retail level, such as the 
Consumer Price Index for prescription drugs (CPI-Rx) or the National Health 
Expenditures (NHE) accounts, the Rx Watchdog series of studies was designed to 
report on trends in prices charged by drug manufacturers rather than prices at retail 
pharmacies. The question is not a matter of “Which is correct— The CPI-Rx or the 
AARP Watchdog index?” Rather, the more relevant question is “What can we learn 
from each of these measures of price change?” Another recent report® published by the 
AARP Public Policy Institute provides a comparison of the various measures available 
for tracking drug prices. 

The overall price inflation rate reported by AARP Public Policy Institute is 5.4% which is 
a 12-month rolling average from Oct 2008 to Sept. 2009. The market basket for this 
price inflation measure included brands, specialty, and generic medications weighted by 
their relative contribution to total expenditures tor those beneficiaries in Medicare Part D 


^ See Stephen W. Schondelmeyer, Leigh Purvis, and David J. Gross, Comparative Measures of Price Change for 
Prescription Drugs and Other Good, Rx Watchdog Report #2009- 16, November 2009 which can be found at: 
http://www.aarp.org/ppi. 
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plans. The price changes were for manufacturer level prices and most of these 
medications are also widely used by persons of other age groups as well. 

The CPI for prescription drugs (CPI-Rx) is not comparable to the AARP price index for 
several reasons: (1) different prices at different level of the market, (2) different patients 
and different drugs, (3) different methods. 

First, these two indices measure different prices at different levels of the market. The 
inflation rate of CPI-Rx (2.7% in Sept. 2009) measured changes in retail prices from 
retail pharmacy outlets, while the inflation rate for the AARP price index (5.4% in 
aggregate for Sept. 2009) measured changes in manufacturer prices. A lower rate of 
retail-levef price inflation (CPI-Rx) versus manufacturer-level price inflation (AARP price 
index) may result from retail price pressures that squeeze the margins of retail 
pharmacies but have little to no effect on manufacturer prices. In general, there has 
been continued downward pressure on retail prices and retail margins for the past two 
decades. 

Second, the CPI-Rx considers different patients and different drugs than does the 
AARP price index. The CPI for prescription drugs is a more limited measure than the 
AARP combined price index for a variety of reasons as described in the AARP Rx 
Watchdog report^: “The CPI-Rx differs from the AARP price indices in several important 
ways. The CPI-Rx is a measure of retail price change for outpatient prescriptions used 
by urban consumers, while the AARP indices are measures of manufacturer price 
change for (outpatient) prescription drug products widely used by Medicare Part D 
enrollees. The CPI-Rx does not include rural U.S. residents, while the AARP indices do. 
The CPI-Rx also does not include specialty drugs, particularly those that are 
administered in physician’s offices... While the AARP Rx Watchdog reports price 
change broken down to the level of specific manufacturers, therapeutic categories, 
brand versus generic drugs, traditional versus specialty drugs, or specific drug products, 
the CPI-Rx does not support reporting at the same level of specificity." 

Third, different methodologies are used for calculating change in prices. The CPI for 
prescription drugs uses a methodology that incorporates factors that will typically lower 
the rate of inflation (e.g., substitution of generic prices for brand prices once a generic 
enters the market), but does not incorporate factors that would typically raise the rate of 
inflation (e.g., promotion and prescription of products resulting from patents on new 
strengths, dosage forms, or molecular manipulations for brands that go off patent). 
While the AARP Rx Watchdog reports price change broken down to the level of specific 
manufacturers, therapeutic categories, brand versus generic drugs, traditional versus 
specialty drugs, or specific drug products, the CPI-Rx does not support reporting at the 
same level of specificity. 
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Rebates and Discounts; Where Did They Go? 

Neither the CPI-Rx nor the AARP index of prescription price change account for the 
effect of rebates and discounts. Rebates and discounts may potentially result in 
lowering the cost of prescription drugs to patients and to taxpayers, but that effect 
depends on where the rebates and diSteounts go. Rebates and discounts to the 
Medicaid program are collected at the program level by state Medicaid programs. In 
contrast, rebates and discounts, if any, under Medicare may be passed on to the 
consumer as a lower prescription price or as a lower Part D plan premium. 

So where do the rebates go? After implementation of the Medicare Part D program, the 
DHHS Office of the Inspector General (OIG) conducted a study to determine whether or 
not the Medicare Part D prescription prices were different from the former Medicaid 
prescription prices for dual eligibies. The OIG found that the Medicaid reimbursement 
amount was actually 0.6% less than the Part D amount for a set of single source drug 
products.® This analysis was before accounting for rebates that are collected by the 
state Medicaid program. The Medicaid drug rebate is estimated to have provided about 
33% rebate from minimum rebates, best price rebates, and inflation adjustment 
payments.^ This does not even include the effect of state supplemental rebates. 
Pharmaceutical companies received a windfall of revenue from decreased rebate 
payments when dual eligibies were shifted from Medicaid to Medicar Part D. 

In contrast, rebates, if any, under the Medicare Part D plans go entirely to the Part D 
plan rather than to CMS. Rebates to Medicare Part D pians generally do not benefit 
retail pharmacies and are not typicaily passed on to the Medicare beneficiary or to cash- 
paying consumers.* A Congressional study has found that Part D drug plans, on 
average, have negotiated rebates for iess than 10 percent of the drug products covered 
by Medicare Part D. Eleven of twelve Part D drug plans surveyed by a Congressional 
committee indicated that they “wiil not pass the drug rebates they receive in 2007 
through to beneficiaries in the form of lower prices at the pharmacy counter.”® 

Even though Medicare Part D plans do not generally pass rebates through to 
beneficiaries as a lower prescription price, they may use rebates to decrease the 
premiums for purchasing the Part D plan. Actual experience with Medicare Part D 


^ Office of the Inspector General. Department of Health and Human Services, Comparing Pharmacy 
Reimbursement: Medicare Part D to Medicaid, OEI-03-07-0035(), February 2009, 

^ “Dueiing for Duals,” The RPM Report {WiT\d\\o\cx Information Inc.), Vol. I, No.l December 2005, pp.27-28. 

* Rebates to Medicare Part D plans generally do not benefit retail pharmacies and are not typically pa,ssed on to the 
Medicare beneficiary or to cash-paying consumers (i.e., people who pay up front for their prescriptions when they 
are in the Medicare Part D coverage gap or who have no drug coverage or have indemnity insurance). 

United States House of Representatives, Committee on Oversight and Government Reform. Medicare Part D: 
Drug Pricing and Manufacturer Windfalh, July 2008. The reason such rebates have not been included in these 
AARP reports is not lack of interest, but rather lack of data. Absence of rebate data, however, has a limited effect 
on measures of change in prescription prices to Medicare Part D recipients. 
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premiums, however, over the past several years does not support that hypothesis. Part 
D premiums for 2010 have increased about 11% over 2009 Part D premiums.^'’ Part D 
premiums also increased substantially (about 17%) in 2009 versus 2008. These 
increases in Medicare Part D premiums occurred at a time when drug utilization overall 
has leveled out or even declined slightly; Rebates, if they are having an effect on Part 
D premiums should lead to a reduction in premiums rather than an increase, if rebates 
are having an effect on Medicare beneficiaries or taxpayers, where did the rebates go? 

If rebates do not result in lower prescription prices or lower Part D premiums, their 
consideration in measuring price changes is not particularly relevant to the consumer or 
the taxpayer. 


Forces Leading to Dramatic Drug Price Increases 

There are many important prescription drugs on the market today that are relatively safe 
and effective and that result in improved health through prevention and management of 
acute and chronic conditions. In fact, when marketed, prescribed, managed, and used 
properly many of these medications can improve health outcomes, save lives, or even 
save costs in the health care market. Well-controlled and documented studies have 
demonstrated this positive health and economic impact from appropriate use of specific 
prescription drugs. However, one should not over-generalize this principle to conclude 
that “all increased spending on prescription drugs is always good and will always save 
lives and reduce expenditures.” That over-generalization simply is not true. 

Every drug, and its use, has an economic cost and as well it potentially has health 
benefits. Upon introduction the price of a new drug is established by the drug company 
and the drug product is monopoly protected by patents and other forms of exclusivity. In 
the U.S. market there is really no formal process for reviewing these prices to balance 
theiCdSts and the benefits at a reasonable price. Irrespective of how the initial price is 
set, however, once the drug product is on the market, the beneficial effects of the drug 
are available to only those who have access to, and properly use, the drug product. 

Once a drug product is on the market, any change in brand name prices (almost always 
an increase) at that point does not result in additional savings, but only in additional 
costs. For example, when the price of Zetia goes up 14.3% from Oct 2008 to Sept. 
2009, the patient using this drug does not experience 14.3% in additional therapeutic 
benefit or 14.3% in reduced health care expenditures. The price change is entirely an 
added cost without added benefits from the use of that drug product. Indeed, there are 
serious concerns about over-promotion and over-use of prescription drugs that also 
raise questions about the use and value (therapeutic and economic) of many drugs 


Jack Hoadley, J Cubanski, E Hargrave, L Summer, and T Neuman, Pan D Plan Availability in 2010 and Key 
Changes Since 2006, November 2009, Kai.set Family Foundation, www.kff.org. 
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currently on the market. Zetia and Vytorin, for example, most recently have come into 
questions about their effectiveness compared to other drugs that have been on the 
market for many years and that are available at substantially lower costs. Similar 
concerns have been raised with respect to brand name drugs used for diabetes, 
arthritis, hypertension, gastroesophageal reflux disease, and other conditions. 

Curiously, prescription drug prices appear to rise more rapidly in periods just prior to 
major policy changes. Brand name and specialty drug prices accelerated before the 
Medicare Part D program was enacted and implemented. Now that serious legislative 
action related to health market reform is being discussed, again we see a dramatic 
acceleration in brand name and specialty prescription drug prices. (See Figure 5). 


Figure S: The Average Annual Percent Change in Manufacturer Prices for Most Widely Used 
Prescription Drugs and Key Policy Actions 
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Concluding Observations 

The findings of the most recent AARP Watchdog report show that average annual 
increases in manufacturer prices charged to wholesalers and other direct purchasers for 
widely used prescription drugs have consistently and substantially exceeded the rate of 
general inflation. The combined set of manufacturer drug product prices grew at a faster 
rate in 2009 than in any of the previous 7 years. The overall drug price growth of 5.4% 
is attributable entirely to drug price growth among brand and specialty drugs that more 
than offset substantial price decreases among generic drugs. 

Manufacturer drug price increases can have a direct impact on the costs borne by 
Medicare Part D enrollees, especially in a year when those living on Social Security 
income did not receive any Cost of Living Adjustment (COLA). Manufacturer price 
increases to the provider or pharmacy result in higher out-of-pocket costs for those 
beneficiaries who pay a percentage of drug costs (coinsurance) rather than a fixed 
dollar amount (copayment). The effect of higher drug manufacturer prices on the total 
price to the end payer means that Part D enrollees will get to the “donut hole" — ^the gap 
in coverage when enrollees have to pay all of their drug costs — much quicker. And, 
once enrollees are in the donut hole, they directly absorb the entire effect of the higher 
drug manufacturer prices on the prescription price to the end payer. 
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Mr. Pallone. Mr. Smith. 

STATEMENT OF RICK SMITH 

Mr. Smith. Thank you, Mr. Chairman, Ranking Member Deal, 
members of the committee; thanks for the invitation to testify 
today. 

CBO reports that the pharmaceutical research sector is one of 
the most research-intensive industries in the United States. Com- 
panies’ investment in discovering new medicines is yielding results. 
Also, according to CBO, many examples exist of major therapeutic 
gains achieved by the industry in recent years. The rapid increases 
that have been observed in R&D spending have been accompanied 
by major therapeutic gains. Extensive research also reports that 
medicines often reduce spending on other health care services. 

The committee requested that I provide information on prescrip- 
tion drug pricing. As a trade association, PhRMA maintains a strict 
antitrust compliance policy. We can neither obtain nor discuss our 
members’ proprietary information related to prices, negotiations, or 
discount strategies. My testimony, therefore, reflects only aggre- 
gate market data and publicly available information. 

Recent government reports demonstrate that prescription drug 
cost growth has slowed dramatically. Findings about drug costs in 
the government’s most recent national health expenditures data 
are summed up in the CMS report’s title, national Health Spending 
in 2007: Slower Drug Spending Contributes to Lowest Rate of 
Overall Growth Since 1998. 

According to CMS, prescription drug cost growth in 2007 was 4.9 
percent, the lowest rate since 1963, and slower than health care 
overall. 2007 was not a 1-year blip; between 2003 and 2007, the av- 
erage annual growth rate for prescription medicines dropped by 
half compared to the 1998 to 2002 period, and CMS’s most recent 
10-year projection reduced expected growth in prescription drug 
spending by $515 billion, or 14 percent, compared to 3 percent for 
the rest of health care. Likewise, CBO reports, from 2004 to 2007 
drug expenditures grew by an average of just 3.2 percent per year, 
slightly less than the rate of growth in overall health care spend- 
ing. 

Since 1964, IMS Health has found that the U.S. Market grew by 
less than 5 percent only twice — 2007 and 2008 — and it now projects 
that growth will remain at historically low 4.5 to 5.5 percent in 
2009, and will be 5 percent or less in each of the next 5 years. 

At the same time the drug cost growth has slowed sharply; re- 
ports like those issued by AARP reach conclusions that conflict 
with government data and is skewed toward finding high price 
growth. These reports exaggerate drug price trends by failing to re- 
flect the way public policy and the prescription drug market func- 
tion. Our system is designed to fund the next generation of medical 
advances through innovator drugs that have a limited time on the 
market before going generic and to achieve cost savings through 
the high use of generics. Large, powerful payers use a variety of 
tools such as tiered formularies to negotiate lower brand prices 
while driving high use of generics, which now account for about 70 
percent of all prescriptions. 



43 


We don’t believe that each tool used by a purchaser always yields 
the best possible outcome, and we are encouraged by forward-look- 
ing purchasers who are looking at alternatives that make better 
use of medicines to improve care and control costs. Nonetheless, 
under the current system, drug costs as a whole are growing slow- 
ly, not fast, and consumers use drugs that were once innovator 
molecules as generics in large volume for many years with little or 
no return to the innovator. 

The importance of understanding how the market operates when 
interpreting pricing data is evident in AARP’s most recent report. 
Eight of the drugs on AARP’s list of the top 25 brand drugs are 
sold as generics. These drugs are counted in AARP’s brand price 
calculation as though patients continue to use them at brand 
prices, even though brand drugs typically lose nearly all of their 
sales after going generic. 

In one example, for a statin, 99 percent of the utilization for that 
statin on AARP’S list of top-used brand drugs is now generic, and 
the cost per day of therapy has dropped by 58 percent over 3 years, 
not reflected in the AARP report. 

The Federal Government CPI data on prescription medicines in- 
cludes a market basket of brand and generics that reflects what 
consumers actually buy. In the 3 years ended October, 2009, drug 
prices rose by an average of 2.3 percent per year, compared to 3.8 
percent for all medical care. For the most recent year, the govern- 
ment’s measure of drug price growth was 2.7 percent. 

The implicit message of reports on brand prices seems to be that 
the pharmaceutical research companies stand to be in a uniquely 
favorably position. In fact, the sector is currently characterized by 
slow growth, rapid substitution of generics for brand medicines, a 
projected $90 billion in sales facing generic entry over the next 5 
years, and the exceptional challenges inherent in discovering new 
medicines that safely and effectively treat disease. 

Through October of this year, 58,000 job cuts have been an- 
nounced in the industry, on top of cuts in 2007 and 2008. Nonethe- 
less, there is reason for optimism that new medicines will continue 
to improve medical care in the future. Investment in pursuing 
these objectives accounted for by the 10 percent of health spending 
going to medicines is repaid to society in longer, healthier, more 
productive lives. 

Mr. Chairman, in conclusion, I will note that the National Eco- 
nomic Council recently published a document titled Strategy for 
American Innovation: Driving Towards Sustainable Growth and 
Quality Jobs, which identifies new treatments such as smart 
anticancer therapeutics and personalized medicine as among the 
21st century’s grand challenges. Achieving these challenges is 
viewed as important to improving the quality of life and estab- 
lishing the foundation for industries and jobs of the future. The bio- 
pharmaceutical research sector looks forward to its role in bringing 
these goals to fruition. 

Again, Mr. Chairman, Ranking Member Deal, thank you for the 
invitation to testify. 

Mr. Pallone. Thank you, Mr. Smith. 

[The prepared statement of Mr. Smith follows:] 
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RICHARD I. SMITH 

SENIOR VICE PRESIDENT, POLICY AND RESEARCH 
PHARMACEUTICAL RESEARCH AND MANUFACTURERS OF AMERICA 

BEFORE THE U.S. HOUSE OF REPRESENTATIVES COMMITTEE ON 
ENERGY AND COMMERCE 
SUBCOMMITTEE ON HEALTH 

December 8, 2009 

Chairman Pallone, Ranking Member Deal, and Members of the Subcommittee, 
thank you for the invitation to participate in today’s hearing on prescription drug 
prices. My name is Richard I. Smith and I am Senior Vice President for Policy 
and Research of the Pharmaceutical Research and Manufacturers of America 
(PhRMA). 

PhRMA represents the pharmaceutical and biotechnology research sector, which 
the Congressional Budget Office (CBO) identifies as “one of the most research- 
intensive industries in the United States.”' This research investment is yielding 
extraordinary advances for patients. 

As CBO summarizes, “Many examples exist of major therapeutic gains achieved 
by the industry in recent years. ..anecdotal and statistical evidence suggests that 
the rapid increases that have been observed in drug-related R&D spending have 
been accompanied by major therapeutic gains in available drug treatments.”" For 


instance: 
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• The Centers for Disease Control and Prevention has identified “new drugs 
and expanded uses for existing drugs” as contributing to the decline in 
heart disease and stroke mortality."' Johns Hopkins Medicine professors, 
writing in the journal Health Affairs, report that, while medicines treating 
cardiovascular disease are not a cure, “Protein enzymes, receptors, or 
channels identified by the pharmaceutical industry as ‘drugable targets’ 
have led to striking, remarkable, and repeated achievement.’"'' 

• Academic researchers have associated new medicines with declines in 
mortality for HIV/AIDS,'' breast cancer,''' and other cancers;''" reduced 
disability rates among elderly persons;''"' and increased productivity 
among workers with conditions like rheumatoid arthritis'* and depression.* 

• Many peer-reviewed studies report that medicines help reduce spending 
on other health care services, principally by helping effectively manage 
health conditions so that patients can avoid expensive hospitalizations or 
emergency care.*' In addition to these academic studies, a CMS 
evaluation of a demonstration project recentiy showed that improving 
access to medicines for 7 chronic diseases by reducing cost-sharing 
“reduced gross Medicare spending by 12 percent on average.”*" 

The continuing development of new medicines has a leading role in improving 
health and health care. For instance, the prevalence of Alzheimer’s disease will 
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increase sharply over the next fevi/ decades, imposing large human and 
economic costs. A report for the Alzheiitter^ Association projects that new 
treatments that delay the onset or slow the progression of Alzheimer’s by five 
years could save $100 billion annually ift Medicare and Medicaid costs by 
2020.’“" Likewise, researchers estimate that the number of patients with 
Parkinson’s disease will double by 2030, resulting in an enormous public health 
challenge.’"'' The authors of this projection note that the answer “will come from 
more research and new treatments that protect against Parkinson’s, or slow its 
course.’”"' 

Likewise, new drug development's continuing importance to our society is 
evident in the National Economic Council’s (NEC) September 2009 report, A 
Strategy for American Innovation: Driving Towards Sustainable Growth and 
Quality Jobs. NEC identifies developing “smart anti-cancer therapeutics that kill 
cancer cells and leave their normal neighbors untouched”, “personalized 
medicine that enables the prescription of the right doses of the right drug for the 
right person”, “nanotechnology that delivers drugs precisely to the desired tissue" 
and “a universal vaccine for influenza that will protect against all future strains” as 
among the “Grand Challenges” of the 21®' Century for which we must harness 
science and technology. NEC views meeting the ambitious goals embedded in 
these Grand Challenges as “improving] our quality of life and establishjingj the 
foundation for the industries and jobs of the future.’”"'' 
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Recent government reports show that prescription drug cost growth has slowed 
dramatically compared to earlier in the decade— from a high double digit annual 
growth rate to one in the low to mid-single digits. In fact, government data show 
that prescription medicine costs have grown more slowly in recent years than the 
costs of many other health care services. As this slowdown in cost growth has 
occurred, other reports have claimed that brand drug prices are rapidly 
increasing. These reports do not reflect the way that the prescription drug 
market functions and therefore exaggerate prescription drug price trends. 
Moreover, these reports seem to have no parallel measure of the 
disproportionately large benefits achieved by the small share of health spending 
accounted for by medicines. 

As a trade association, PhRMA maintains a strict antitrust compliance policy. 

The antitrust laws prohibit us from obtaining or discussing our members' 
proprietary information about the prices or discounts each individual company 
negotiates independently with its customers or the ways in which each company 
determines the prices or discounts it will offer. Therefore, I do not have 
information concerning any individual company’s pricing or discounting policies 
or practices. My testimony addresses overall trends based on aggregate, 
market-wide data and government reported information. 
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Prescription Drug Cost Trends Have Slowed Dramatically 

Short term cyclical changes in prices (up or down) do not reflect underlying 
trends in drug spending. The most recent available National Health Expenditures 
(NHE) Account data, issued by CMS, covers 2007 and reports that drugs were 
about 10 percent of national health spending. The report's findings about drug 
costs are summed up in its title-“National Health Spending in 2007: Slower Drug 
Spending Contributes to Lowest Rate of Overall Growth Since 1998.” In 2007, 
prescription drug cost growth was 4.9 percent (the lowest rate since 1963), 
compared to 6.1 percent for health care overall.’"'" This rate is far lower than 
growth experienced in the last decade; for example, prescription drug cost 
growth was 13.3 percent in 1997 and 14.0 percent in 2002. The slowdown in 
drug spending was not a one-year aberration. From 2003-2007, the average 
annual growth rate was half of the rate for 1998-2002.’'''"' 

CMS’s NHE data also point to prescription medicines playing a smaller role in 
overall health care cost growth. In 2002, prescription medicines accounted for 
about 18 percent of the growth in National Health Expenditures. In 2007, 
prescription medicines accounted for 8 percent of growth in NHE. Other services 
accounted for the remaining 92 percent of cost growth. In 2009, CMS’s Office of 
the Actuary reduced its 2008-2017 cumulative projection for prescription drug 
spending by $515 billion, or 14 percent. This compares to a decline of 3 percent 
for all health care except prescription medicines.’'"' 
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IMS Health provides another measure of drug cost trends. Like CMS, it reports 
that cost trends are far lower today than a few years ago. For instance, between 
1997 and 2003, IMS reports drug cost grew at a simple average rate of 14.9 
percent per year.** In the following five years, this dropped to 5,4 percent. For 
2009 alone, IMS projects total prescription drug cost growth of 4.5 to 5.5 
percent— the mid-point of this range would be the third lowest growth rate 
reported by IMS since 1995, and over 5 percentage points lower than the 
average growth rate since 1995. 

IMS has reported growth rates below five percent only twice in the last forty-five 
years; - 2007 (3.8 percent growth) and 2008 (1 .3 percent growth).**' Despite 
growth below 5 percent only twice since 1964, IMS now projects growth below 5 
percent for each of the next five years. IMS's most up-to-date forecast states 
that “market growth is expected to remain at historically low levels,” averaging 
3.5 percent per year from 2009 through 2013.**'' This is about 1 1 percentage 
points lower than the growth rate reported by IMS for the 1997-2003 period. 

CBO has found that Medicare Part D is costing far less than previously projected, 
principally because of “the competition that’s occurring in the private market" 
among plans.**'" Medicare Part D plans have achieved significant cost savings 
for beneficiaries and taxpayers by negotiating greater-than-expected discounts 
from prescription drug manufacturers. CBO’s 2009 estimate for total Medicare 
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Part D spending over 10 years (FY 2007^2016) has dropped $520 billion, or 43 
percent, compared with CBO’s 2006 estimate for the same period.™'' Part D plan 
bids for 2010 were up just 4.7 percent from the previous year, and are actually 
4.3 percent lower than bids in 2006.**’' 

CBO also confirms that the rate of growth for prescription drugs in recent years 
has been historically low. In an October 2009 paper, it reported that “From 2004 
to 2007, drug expenditures grew by an average of just 3.2 percent per year, 
slightly less than the rate of growth in overall health care spending."**’'' 

There are many reasons for this lower growth rate, including but not limited to the 
emergence of powerful, aggressive purchasers who bring many tools to bear in 
negotiating for lower drug costs. Using multi-tier formularies (which spread over 
the past decade from a small share of the market to nearly the entire market), 
prior authorization and step therapy, these purchasers have been able to drive a 
very high level of generic use and relatively low level of brand drug use.**''" 
Moreover, they have driven virtually all brand use to their preferred tier where 
they typically receive the biggest discount from drug manufacturers. **''"' Many 
drugs have come off patent. These molecules developed by innovator 
companies continue to be widely used by patients and continue to achieve 
important health benefits at a low cost to the patient with little to no return to the 
innovator company.**'* And fewer new drugs have been approved in recent 
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years, notwithstanding innovator companies’ intensive effort and large scale 
investment in drug discovery. 

Reports on Prices (1) Misunderstand How Public Policy and the Market Are 
Structured to Promote Continued Innovation and Savings and (2) 
Exaggerate Price Trends 

Some reports attempt to isolate price trends just for brand drugs. This approach 
is inconsistent with how public policy and the market operate. Our system is 
designed to: 

(1 ) fund the next generation of medical advances through innovator drugs 
that have a limited time on the market^ before nearly all of their use is 
converted to generic substitutes, while 

(2) achieve cost savings through high use of generics that do not support 
research contributing to medical advances. 

As noted above, powerful payers use numerous tools to drive generic use as 
high as possible, while negotiating aggressively for rebates on brand drugs. 
Today, nearly three out of every four prescriptions used by patients is dispensed 


' Peer-reviewed research reports that only 3 out of 10 marketed drugs earn sufficient revenue to achieve a 
positive return on their research and development investment. J. DiMasi and H. Grabowski, “The Cost of 
Biopharmaceutical R&D: Is Biotech Different?,” Managerial and Decision Economics, 2007. More recent 
analysis reports that this has dropped to 2 out of 10 marketed drugs earning sufficient revenue to achieve a 
positive return. J. Vernon et al., “Drug Development Costs when Financial Risk is Measured Using the 
Fama-Freiich Three Factor Model,” Unpublished Working Paper, 2008; 
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as a generic.*** And CRS reports “[i]arge pharmacy benefit managers (PBMs)^, 
such as Advance PCS (75 million covered individuals), Medco Health Solutions 
(65 million) and Express Scripts (57 million) have significant market power and 
an established track record in negotiating prescription drug discounts for large 
populations.”***' 

We do not believe that all of the cost Containment tools used by purchasers 
always yield the best possible outcomes,^ and are encouraged that some 
forward-looking employers and insurers are experimenting with alternative, 
quality-based approaches that make better use of medicines, including both 
brands and generics, to improve patient outcomes and control overall health 
costs.***" Nonetheless, this market-based system has led to drug costs that as a 
whole are growing more slowly than health costs overall, and it has allowed 
consumers to use drugs that were once innovator molecules as generics in large 
volume for many years. 

Analyses that seek to isolate price trends for brand drugs do not recognize these 
features of our market system, thereby reaching conclusions that conflict with 
these government-reported data and appear to be skewed toward finding higher 
prices. For instance: 

■ In 2009, the top five PDMs purchased 62 percent of all prescriptions sold. 

^ For example, there is extensive evidence that improved patient adherence to prescribed therapies can 
improve health and reduce overall costs, and that high cost sharing and barriers to access may have adverse 
consequences. For example, see D.T. Lau and D.P. Nau, “Oral Antihyperglycemic Medication 
Nonadherence and Subsequent Hospitalization Among Individuals with Type 2 Diabetes.” Diabetes Care, 
September 2004; D. Goldman et al, “Pharmacy Benefits and the Use of Drugs by the Chronically ill.” 
JAMA, May 2004; D. Goldman et al, “Prescription Drug Cost-Sharing: Associations with Medication and 
Medical Utilization and Spending and Health.” JAMA, July 2007. 
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• Analyses that track prices over time typically fail to adjust for the price 
drop that occurs when a brand medicine goes off patent and patients 
convert to using the drug’s generic form. For instance, eight of the 
drugs included in the top 25 brands tracked by the AARP report are 
now sold as generics.’'*’"'' These drugs appear to be counted in that 
report’s brand price calculation as though patients continue to use the 
same volume of these drugs as they did in 2006, even though brand 
drugs typically lose nearly all of their sales after going generic’^*'* — 
specifically because of the policy and market factors discussed above. 
This has the effect of overstating consumers’ actual cost for these 
therapies. 

o For example, a statin on AARP’s list has been available as a 
generic since 2006 and by 2009 less than 1 percent of sales 
were for the brand form of the medicine. Approaches that treat 
generic use at generic prices as if they are brand use at brand 
prices do not reflect consumers’ experience, since they 
calculate price growth (1) as if the volume of the brand drug 
used today is the same as it was in 2006, even though 99 
percent of the use is now generic and (2) as if consumers are 
paying brand price for this drug, even though they are paying 
generic price. When we use an approach based on what 
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consumers actually purchase to look at average price growth for 
this medicine, we find that between 2006 and 2009 the average 
price per prescription (including purchases of both brand and 
generic) declined by 58 percent. 

• The federal government’s publicly available data on medical inflation is 
the best, most current measure of price trends for medical costs. 

These government data show that prescription drug prices grew by 2.3 
percent per year on average for the last three years - more slowly than 
prices for medical care overall and for most other medical services 
tracked by CPI. 

o Government’s CPI data on prescription medicines includes a 
market basket of brands and generics that reflects what 
consumers actually buy. These same government CPI data 
show prescription drug prices grew 2.7 percent during the 12 
months ending September 2009, which is half of the 5.4 percent 
reported by AARP for its own sample of drugs.***''' One analyst 
has written of AARP’s report, “Comparing list prices for a single 
product category to a computed, non-list price index for a broad 
basket of goods (CPI-U) is mathematically illogical. After all, the 
CPI-U for prescription drugs increased at a rate less than half 
the rate of list prices.’’***''" 
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• Many reports rely on data that exclude off-invoice discounts and 
rebates, and so do not take into account rebates paid by brand 
manufacturers that lower drug costs. This is akin to analyzing sticker 
prices, when the actual price paid is often much lower, due to 
negotiations between purchasers and manufacturers."* Reports based 
on this type of data do not reflect these additional savings to 
purchasers. To illustrate, if Thrifty Car Rental bought a fleet of cars 
from Ford motor, it would negotiate a purchase price below the sticker 
price. An analyst wouldn’t determine the cost of the deal by going to 
the local Ford dealer, writing down the sticker price, and multiplying it 
by the number of cars purchased. As discussed above and as 
referenced in the CRS report, the same type of negotiation that would 
occur between Hertz and Ford occurs when a major health plan or 
PBM, typically buying on behalf of millions or tens of millions of people, 
agrees to put a drug on their formulary. 


^ According to the Medicare Trustees, under Part D, “Many brand-name prescription drugs carry substantial 
rebates, often as much as 20-30 percent.” In 2008, Medicare actuaries estimated savings through discounts, 
rebates, and utilization management techniques in Part D were 29 percent — almost double the 1 5 percent 
originally projected in the 2005 Medicare Trustees Report for the first year of the program. (2009 Annual 
Report of the Boards of Trustees of the Federal Hospital Insurance and Federal Supplementary Medical 
Insurance Trust Funds, p. 162; and 2005 Annual Report of the Board of Trustees of the Federal Hospital 
Insurance and Federal Supplementary Medical insurance Trust Funds, p. 144; and Testimony of Kerry 
Weems, CMS Acting Administrator before the House Oversight and Government Reform Committee, July 
24, 2008. Medicare actuaries in OACT conduct all analyses in Medicare Tmstees Reports. ) 
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The Pharmaceutical Research Sector is Facing Significant Challenges as It 
Works to Develop the Next Generation of Medicines 

The implicit message of reports on brand prices, such as AARP's, seems to be 
that the pharmaceutical research sector stands in a uniquely favorable position. 
In fact, the sector currently is characterized by slow growth, rapid substitution of 
generics for brand medicines, and the exceptional challenges inherent in 
discovering new medicines that safely and effectively treat disease. One source 
projects that 18 best selling brand medicines accounting for $90 billion of U.S. 
sales will go off patent over the next 4 years*’'’"'"' — meaning that these drugs will 
become widely available and used at generic prices, as our system uses its 
various tools to rapidly substitute generics for virtually all use of the innovator 
drug. In this context, the sector has been forced to cut jobs — 58,000 through 
October of this year as reported by Forbes,’^* on the heels of significant cuts in 
2007 and 2008. 


Notwithstanding these challenges, there is much reason for optimism that 
valuable new medicines will continue to improve medical care into the future as 
they have in recent decades. This is evident in the opportunities being created 
by advances in scientific understanding, a pipeline of drug candidates targeting 
many conditions that do not currently have adequate treatments, and companies’ 
on going efforts to reengineer the drug discovery process. The Grand 
Challenges identified by the National Economic Council and involving advances 
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in medicines can be realized. Investment in pursuing these objectives is 
accounted for by the share of health spending going to brand medicines is repaid 
to society in longer, healthier, more productive lives.*' 
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Mr. Pallone. Ms. Stoll. 

STATEMENT OF KATHLEEN STOLL 

Ms. Stoll. Thank you, Chairman, and thank you. Ranking Mem- 
ber Deal, members of the subcommittee. My voice isn’t quite as 
loud as the previous gentleman. 

I think we have heard a lot of numbers. I am going to actually 
give us a little pause from the numbers. I have got a few stats, but 
I also want to paint a picture of what it means to have rising pre- 
scription drug spending and prices for consumers. Let me just give 
you a few numbers, but let me mix in some stories. 

Increasing access to affordable prescription drug coverage is a 
top issue for Families USA. We have seen prescription drug spend- 
ing by consumers more than double in the last 10 years. 

Now, it is fair to say that that spending is driven by more than 
just price increases. People are using more drugs, and in many 
cases that is a good thing. Prescription drug use has increased 72 
percent while the population is only growing by 11 percent. That 
is a pretty good business proposition, I think. 

Utilization has also changed. That means the kinds of drugs peo- 
ple take has changed. And some of the drugs, the new drugs on the 
market, the biologies, are more expensive. That is not necessarily 
a bad thing because many of them are real breakthrough drugs. 
But we do see statistics that show that spending on biologic drugs 
is growing nearly twice as quickly as other traditional chemical 
drugs. 

And the third element of why consumers are spending more on 
drugs — or are trying to spend more on drugs — is the cost of pre- 
scription drugs, and that is what this hearing is about; and drugs 
are becoming more expensive. 

We can go back and forth with stats. I think we should be careful 
that we understand that reduction in the rate of growth still means 
you have a rate of growth. What we have seen is that between 
1997 and 2007, retail drug prices, which is what counts for con- 
sumers, have increased an average of about 6.9 percent a year. 
That is about 2 V 2 times faster than general consumer inflation. It 
seems like that trend might be accelerating; it is really hard to say, 
and I leave that to Steve. 

So what does this mean for consumers? If you look at uninsured 
consumers, uninsured adults, half report that they don’t get their 
prescription drugs fllled. They don’t get their prescriptions filled 
and don’t seek needed refills. And I pause here now to tell you a 
story, and I’m not going to tell you a story of a dramatic disease — 
perhaps a rare disease with a dramatic cure. 

Let me just tell you about a single mom that came to our atten- 
tion. She has a severe problem with migraines. They are debili- 
tating. Her vision is impaired by them. And she is really left un- 
able to function. And because of her migraines, she misses many 
days of work and many days with her son. 

She doesn’t have insurance. She does work full time. And she fi- 
nally went to a headache specialist and they went through a couple 
of different drugs. He had some samples. After three or four, they 
found one that works. It is actually like a miracle drug for her. So 
we do thank the pharmaceutical industry for this breakthrough 
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drug. I am not going to name it. The problem is that this brand 
name drug that provides her tremendous relief for debilitation mi- 
graines is very, very expensive. So you know where the story is 
going. 

She can get the prescription filled. She gets six at a time. And 
it really takes hundreds of dollars to fill this prescription for six 
pills. So what she has told us is that she saves her pills and if she 
gets a real severe migraine, her doctor said. Take it right away, 
don’t wait; but she holds on to those pills because they are so ex- 
pensive. And she will go ahead and have a migraine because she 
doesn’t take it early when she should. 

The end of the story is what she shared with me, which is she 
had one pill left 1 month, and she knew it was very expensive, she 
wouldn’t be able to replace it, and her son pays the trumpet and 
he had a recital coming. So she held on to that pill, went through 
three severe migraines, missed time at work, missed paychecks, in 
order to be able to take that pill on the day of the son’s recital. She 
ended up not having a headache that day, but she wanted the in- 
surance. 

So that is what we are dealing with at the consumer level. If we 
could bring down the name of that brand drug, it would mean a 
tremendous difference for this woman who is uninsured. 

She’s uninsured. Many Americans who have health insurance are 
still unable to afford prescription drugs. You all know that as pre- 
miums go up, people are buying plans with higher deductibles, 
higher copays. They may have special deductibles and copays just 
for prescription drugs. So they end up underinsured when it comes 
to prescription drug coverage. They, too, make difficult decisions. 
They paid for coverage; because they are underinsured or may not 
have prescription drug coverage at all, two out of five of these folks 
underinsured actually go without filling their prescriptions as well. 
So, a problem of the uninsured and the underinsured. 

Of course, some folks don’t have coverage through their em- 
ployer. They are in the individual market. I would just point out 
that in the unregulated individual insurance market consumers are 
four times less likely to have prescription drug coverage at all. Cer- 
tainly, for people with chronic conditions, that is where we see the 
most impact in terms of high prescription drug spending. A person 
with a single chronic condition can spend — about 36 percent of 
their out-of-pocket costs will be for prescription drugs. If it is a per- 
son with two or more chronic conditions, their out-of-pocket spend- 
ing for drugs can be six times higher than their hospital costs. 

Now that is not necessarily a bad thing. I am just giving you a 
sense of the impact on consumers. It may be those prescription 
drugs are keeping them out of the hospital. Certainly, we know 
that there is a toll in terms of reduced quality of life, reduced pro- 
ductivity; and sometimes it means death not to have access to pre- 
scription drugs. It also means that our health care system has 
higher costs long term. 

I will tell you one more story. It is a story of a child with asthma. 
Both of this child’s parents work full time. They have pretty good 
insurance coverage for themselves. They have no dependent insur- 
ance coverage. So their kid is not covered. Their son has asthma. 
He needs a maintenance drug that costs a couple hundred dollars 
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a month. Because they don’t have dependent coverage for their 
son — and they don’t qualify for CHIP, by the way — their son 
doesn’t get the asthma medication on a regular basis. They can’t 
afford it. It is hundreds of bucks a month. These are low-wage 
working parents. 

They have tried things like making their fifth-grade son wear a 
mask when he goes to school to help with the maintenance and the 
management of the asthma. If you have ever tried to send a fifth- 
grade boy off to school with a mask, you know that is probably not 
going to work too well. 

So the end of the story is, obviously, the child without regular 
asthma medication to maintain and monitor his asthma to keep it 
under control, he ended up in the emergency room and he had a 
very high-cost hospitalization, and it had a very hard financial im- 
pact on the family. 

Mr. Pallone. I appreciate it. I am going to ask you to stop now 
because you are almost 3 minutes, but thank you. 

[The prepared statement of Ms. Stoll follows:] 
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“Prescription Drug Price Inflation: Are Prices Rising Too Fast?” 

Tuesday, December 8, 2009 
2123 Rayburn House Office Building 

Mr. Chairman, Members of the Committee: 

Thank you for inviting Families USA to participate in today’s hearing on the effect of rising 
prescription drug costs on consumers. Families USA is the national organization for health care 
consumers. For nearly 30 years, our organization has worked to ensure that affordable, quality 
health coverage becomes a reality for all Americans. Unfortunately, over the last decade, rising 
health care costs have priced millions of Americans out of quality coverage. As a result, millions 
more have joined the ranks of the uninsured and underinsured, and fewer Americans have quality 
prescription drug coverage. Health reform legislation passed in the House of Representatives and 
currently being debated in the Senate will ameliorate this problem by increasing access to 
quality, affordable coverage - including prescription drug coverage - for millions of families. 

Increasing access to affordable prescription drug coverage is more urgent than ever. In recent 
years, Americans have spent a significantly larger amount on prescription drugs. In fact, total 
spending on prescription drugs in the United States nearly doubled between 2000 and 2007, 
rising from $120.6 billion to $227.5 billion.' 

Three primary factors are driving the increase in prescription drug spending. First, people are 
using more prescription drugs than they previously did. Between 1997 and 2007, the number of 

' National Health Expenditure Accounts, available online at 
littp://ww\v.cms.hhs.uov/NationalHealthExpendData/downioads^bles.pdf . 


1 



64 


prescriptions filled in the United States rose by 72 percent, while the United States population 
grew by only 1 1 percent? Secondly, the cost of prescription drugs has become more expensive. 
During the same period between 1997 and 2007, retail drug prices increased an average of 6.9 
percent per year, more than 2.5 times the rate of the annual rate of inflation (which was 2.6 
percent per year over the same period).'’ Finally, over the past few decades, prescription drugs 
have changed the face of medical treatment. Today, prescription drugs can help prevent, treat or 
cure many health conditions, and the potential quality of life and health improvements of these 
treatments are substantial. As new drugs become available, prescribing patterns change, and this 
drives a shift in health care spending. In recent years, the advent of biologic drugs - drugs that 
are created from living cells, tissues or organisms through a biologic process rather than those 
that are chemical in nature - have had a marked effect on both the practice of medicine and 
prescription drug spending. Biologic drugs have offered new treatment options for conditions 
such as cancer and rheumatoid arthritis, but they are extremely expensive. For example, Avastin, 
a biologic drug that is used to treat advanced cases of colon, lung, or breast cancer can cost up to 
$100,000 per year.'' Estimates indicate that spending on biologic drugs is now growing nearly 
twice as quickly as spending on traditional chemical drugs.’ 

The combination of these three factors - the rise in utilization, an increase in prescription drug 
prices, and a shift in the type of drugs prescribed - have had a profound effect on Americans’ 
ability to access affordable prescription drugs. 

Uninsured Americans face a disproportionate barrier in accessing affordable prescription 
drugs. 

According to the most recent Census Bureau numbers, 46.3 million Americans were uninsured 
for the entirety of 2008. The recent economic downturn has had a profound adverse impact on 
American families. Since 2008, millions of Americans have likely joined tire ranks of the 


’ Prescription Drug Trends. (Washington: Kaiser Family Foundation: September 2008). 

' Ibid. 

■' Gina Kolata and Andrew Pollack, “Costly Cancer Drug Offers Hope, but Also a Dilemma,” New York Times. July 
6,2008. 

’ Biologies in Perspective: The Case for Generic Biologic Drugs, (Washington: AARP). 
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uninsured due to rising unemployment through 2009. A recent Families US.A analysis found that 
four million more working-age adults are uninsured in 2009 than in 2008.* 

Going without coverage ~ including prescription drug coverage - puts families at risk both 
physically and financially. The uninsured are more likely to delay or forgo care, and are more 
likely to be diagnosed witli conditions in later stages. The uninsured are also more likely to face 
trouble obtaining prescription drugs when necessary and are more likely than those with 
insurance to report having skipped filling a prescription due to cost. In fact, in 2007, nearly 12,5 
million working-age Americans without health insurance reported having unmet prescription 
drug needs.^ In addition, nearly half of adults who reported having been uninsured in the past 
year said that they did not fill a prescription because it was too expensive,* With no prescription 
drug coverage, uninsured individuals must pay the full price out-of-pocket or rely on prescription 
assistance programs, which offer limited discounts. 

The Affordable Flealth Care for America Act would extend coverage - including prescription 
drug coverage - to an estimated 36 million Americans by 2019, reducing barriers to access for 
the uninsured. 

Many Americans with health insurance are still unable to afford prescription drugs. 

As the cost of health coverage continues to rise, many Americans are choosing to purchase 
coverage that is less expensive - but it comes with higher costs when they actually need the care. 
These health plans often have high deductibles and larger copayments, and cover fewer services. 
Americans who spend more than 10 percent of income on out-of-pocket costs beyond premiums 
(five percent of income for families with income below 200 percent of poverty) or individuals 
who are in a plan with a deductible that exceeds five percent of income are considered 


^ One-Two Punch: Unemployed and Uninsured (Washington: F^ilies USA. October 2009), available online at 
http ://\vww, familie.susa.org/as.sets/pdfs/one-lwo-punch.pdf. 

' Laurie E. Felland, James D. Reschovsky, Center for Studying Health System Change, “More Nonelderiy 
Americans Face Problems Affording Prescription Drugs,” (Januaiy 2009), available online at 
http:.//www.hschange.coin/CQNTENT/1039/ . 

* Losing Ground: How the Loss of Adequate Health Insurance is Burdening Working Families (Washington: The 
Commonwealth Fund, August 2008). 
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underinsured. In 2007, an estimated 25 million adults (ages 19-64) were underinsiued, a 60 
percent increase since 2003.’ 

WTien Americans are underinsured, they often have to make decisions that compromise their 
health. More than two in five underinsured adults reported that they did not fill a prescription 
because of costs in the past year.'” 

The Affordable Health Care for America Act will improve the quality of coverage for millions of 
Americans by eliminating annual and lifetime caps, putting caps on out-of-pocket costs in place 
and requiring that all plans meet minimum benefit standards. By ensuring that all Americans 
have access to quality coverage that provides adequate financial protection, consumers will both 
have the prescription drug coverage that they need and will be less likely to skip filling necessary 
prescriptions due to cost. 

Americans who have health insurance plans in the individual market are less likely to have 
preseription drug coverage. 

Those who do not have an offer of coverage through their place of work or through a public 
program often must seek coverage on their own through the individual health insurance market. 
Coverage in the individual market is often more costly and less comprehensive than group 
coverage provided through the workplace. In order to obtain affordable coverage, many 
consumers purchase a plan that limits the benefits covered or includes a high deductible. For 
example, many plans in the individual market do not include prescription drug coverage. In fact, 
people with individual coverage are four times more likely to have a plan that does not include 
prescription drug coverage compared to those with employer-based coverage (20 percent versus 
5 percent)." 

The Affordable Health Care for America Act, H.R. 3962, would require that all health plans, 
including those sold in the individual market, cover prescription drugs. 

’ Cathy Schoen, Sara R. Collin.s, et al, “How Many Are Underinsured? Trends Among U.S. Adults, 2003 And 
2007,” Health Affairs 27, no. 4 (2008): w29S-w309). 

Ibid. 

^ ^ Failure to Frolect: tVhy the Individual Insurance Market Is Not a Viable Option for Most U. S. Families 
(Washington; The Commonwealth Fund: July 2009). 
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Americans with chronic conditions have the greatest need for affordable prescription drug 
coverage. 

People with chronic conditions are particularly at risk when it comes to the high cost of 
prescription drugs. For example, 98 percent of people with diabetes use prescription drugs. In 
fact, adults with diabetes fill about four times as many prescriptions and spend about four times 
as much on prescription drugs as the general population.’^ As a result, out-of-pocket spending on 
prescription drugs is the single largest contributor to health-related financial burdens for those 
with chronic conditions. Among adults who spent more than 10 percent of their income on out- 
of-pocket costs (beyond premiums) in two consecutive years, spending on prescription drugs 
accounted for 55 percent of total out-of-pocket costs. For those with a single chronic condition, 
prescription drug costs accounted for 36 percent of out-of-pocket spending. Spending on 
prescription drugs, particularly among tliose with two or more chronic conditions, dwarfs 
spending on all other medical services. Out-of-pocket spending on prescription drugs among 
those with two or more chronic conditions was more than six times higher than out-of-pocket 
spending for hospital-based services (55 percent versus 9 percent). 

The Affordable Health Care for America Act, H.R. 3962, will assist those with chronic 
conditions by ensuring that everyone has access to quality, affordable coverage that limits out-of- 
pocket spending on services, including prescription drugs. 

Access to affordable, quality health coverage - including prescription drug coverage - w'ill 
help to improve health outcomes and decrease overall health costs. 

Unaffordable prescription drug prices affect Americans across the spectrum. Each day, 
Americans choose not to fill their prescriptions so they can put food on the table for their 
families. At the same time, many other Americans cut their pills in half because they cannot 
afford filling an entire prescription. And every night, a parent goes to bed worrying about how' to 
afford tlie medicine tliat someone in their family, even their child, desperately needs. 


Center on Aging Society, Georgetown University. Data Profile Number 5, (September 2002), available online at 
http://'ihcrD.georgetown.edu/agingsocieW/pubhtml/rxdrugs/rx drugs.html . 

Chronic Burdens: The Persistently High Out-of-Pocket Health Care Expenses Faced by Many Americans with 
Chronic Conditions (Washington: The Commonwealth Fund: July 2009). 
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We regularly hear stories of people who cannot afford prescription drugs, even from people who 
have insurance. Consider children with asthma. Parents who cannot afford their employer’s 
coverage may turn to purchase insurance in the individual market. The only policy they can 
afford has a high deductible and does not include prescription drug coverage. Their child’s 
maintenance medication for asthma costs hundreds of dollars a month that the family simply 
does not have. As a result, the child skips doses, and ultimately ends up being hospitalized for an 
asthma attack that could easily have been prevented. 

When Americans cut back on the prescriptions they need, they often end up in the hospital. More 
emergency room visits, ho.spital admissions or doctor visits may increase overall health care 
costs. In addition, this simply makes no sense for the health and well-being of people who have 
chronic diseases that can be managed with prescription drugs. 

The Affordable Health Care for America Act will help to ensure that American families have 
access to affordable, quality health care - including affordable prescription drugs - that they can 
count on no matter their life circumstances. 
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Mr. Pallone. Professor Vernon. 

STATEMENT OF JOHN A. VERNON, Ph.D. 

Mr. Vernon. Mr. Chairman and members of the committee, 
thank you for the invitation to testify today. My name is John 
Vernon and I am a professor in the Department of Health Policy 
and Management at the University of North Carolina at Chapel 
Hill and a Faculty Research Fellow with the National Bureau of 
Economic Research. 

In addition to discussing the issue of rising drug prices, I will 
also discuss the role drug prices pay in firm- and industry-level 
R&D investment. The latter is of critical importance because con- 
sidering drug prices in isolation is not useful. The tradeoff between 
drug prices, industry profits, and innovation is what is relevant. 
My research on this point is based on unfunded research published 
in the peer-reviewed economics literature. 

Regarding the issue of rising drug prices in the U.S., the conclu- 
sions drawn by the AARP report are based on flawed methods and, 
thus, are misleading. Some of the more serious flaws with the anal- 
ysis are: 

The AARP report is based on wholesale prices, not retail prices 
or transaction prices, which are often substantially lower than 
wholesale prices. This is because PBMs and insurers negotiate dis- 
counts, often steep discounts, and rebates with manufacturers. 

Second, the AARP report is an analysis of branded products only. 
The burden to U.S. consumers of prescription medications associ- 
ated with access to prescription drugs should also consider generic 
drugs, which in the U.S. have among the lowest prices in the world 
and the highest utilization rate. 

For example, approximately 70 percent of all prescription drugs 
dispensed are generic drugs. So we have both the highest utiliza- 
tion rate and the lowest prices. Much of this credit goes, of course, 
to the 1984 Waxman-Hatch Act, which did a nice job of balancing 
innovation with generic competition. 

Three, in the AARP report, 10 of the top 25 branded pharma- 
ceuticals in their study actually have generic versions currently on 
the market. Mandatory generic substitution laws in most States 
implies that the lower-cost generic versions of these 10 brands 
drugs are dispensed to consumers, not the branded versions. 

In my opinion and based on my experience as both an academic 
journal editor and peer-reviewer for academic journals, this study, 
as it stands, does not meet the peer-review standard for economic 
publication — and that is the hallmark of academic research. A bet- 
ter measure, in my opinion, of drug price trends in the U.S., one 
that is based on retail prices, not wholesale prices, and which also 
captures the cost savings from generic competition and substi- 
tution, is the prescription drug Consumer Price Index reported by 
the U.S. Bureau of Labor Statistics. The BLS prescription drug in- 
flation rate for 2009 is approximately 3 percent, or roughly one- 
third of the 9 percent inflation rate reported by the AARP. 

Moreover, the change in drug price inflation was approximately 
half that in the most recent year of the change in the inflation rate 
for nonprescription drugs and medical supplies. This suggests a 
small increase in prescription drug prices may reflect broader 
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health sector market dynamics and not an isolated increase in pre- 
scription drug prices. 

As previously mentioned, the consideration of prescription drug 
prices in isolation is an incomplete and misleading exercise. What 
must he considered are the costs and the benefits of higher or lower 
prescription drug prices and, specifically, the economic tradeoff be- 
tween access to existing medicines and access to future, yet-to-be- 
discovered medicines. 

The expected returns on individual R&D projects are directly re- 
lated to expected pharmaceutical prices and profitability; price con- 
trols or indirect price controls via such mechanisms as reimporta- 
tion or technology assessment rationing lower expected net returns 
for firm shareholders. The result will be a decline in the rate of 
pharmaceutical innovation, fewer drugs developed, and it will take 
a longer time to find cures for many diseases. 

Unlike the benefits of the price control policy, which clearly 
would be to improve access for today’s consumers and seniors — im- 
plicit price controls, which will produce immediate and observable 
cost savings through lower drug prices — the costs of a price control 
policy in terms of forgone innovation is much more difficult to ap- 
preciate and quantify. 

What might we have discovered? How much more quickly would 
we have found a cure for Alzheimer’s disease? These are very nebu- 
lous and difficult to appreciate and certainly to quantify, but that 
does not justify not considering these very important costs. A full 
economic analysis considers both the costs and benefits of any pol- 
icy or health care reform. 

The sensitivity of R&D spending to pharmaceutical prices and 
profits has been studied with a variety of different research meth- 
ods, including standard retrospective statistical analyses of 
industry- and firm-level data, protective simulation analyses, and 
financial event studies. The research findings have been strikingly 
consistent and robust. I will summarize the results from two recent 
studies published in the economics literature that I authored by 
myself and with coauthors. 

The first study utilized publicly available firm-level financial 
data and exploited observable differences in the U.S. and non-U.S. 
pharmaceutical profit margins. Outside the U.S., most countries 
have some form of price regulation, explicit or implicit. Using es- 
tablished economic models and statistical techniques, we estimated 
that a new policy that reduces pharmaceutical profit margins in 
the U.S. to non-U.S. levels will cause firm R&D spending to decline 
by between 25 and 35 percent, all things considered. 

A policy that regulates prices in the U.S. — for example, re- 
importation from foreign markets with forced sale clauses, those 
foreign markets, of course, having price regulation — will theoreti- 
cally have this effect on U.S. profit margins. 

The second study adopted a slightly different approach and uti- 
lized publicly available industry-level data to study the direct link 
between U.S. drug prices and industry-level R&D spending. In this 
study, we estimated that for every 10 percent reduction in U.S. 
prices, industry R&D spending will decline by approximately 6 per- 
cent. We call that an elasticity estimate of R&D with respect to 
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real drug prices in the U.S. This finding is also consistent with an 
earlier study by Harvard economist, F.M. Scherer. 

In sum, the empirical evidence suggests that firm R&D spending 
is very sensitive to pharmaceutical prices and profits and to prices, 
as the economic theory would predict and the empirical literature 
supports. The key point is that the benefits associated with lower 
drug prices — and it cannot be argued that there would be benefits 
and improved access to medicines that are currently on the market 
and available — would unequivocally come at a cost: lower levels of 
R&D investment and a reduced rate of pharmaceutical innovation. 
It is critical that these costs be balanced carefully against the bene- 
fits of associated regulation, explicitly or implicitly, that regulates 
drug prices. This is particularly true in light of the recent evidence 
on the significant contributions of pharmaceutical and medical 
R&D to human health and life expectancies in the U.S., research 
that suggests the U.S. is currently underinvesting in medical and 
pharmaceutical research based upon the benefits that we enjoy in 
America as a result of improved quality of life and extended life 
expectancies. Thank you very much. 

Mr. Pallone. Thank you. Professor. 

[The prepared statement of Mr. Vernon follows:] 
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Mr. Chairman and members of the Committee, thank you for the invitation to testify today on 
Prescription Drug Price Inflation: Are Prices Rising Too Fast?” My name is John Vernon and I 
am a professor in the Department of Health Policy and Management at the University of North 
Carolina at Chapel Hill and a Faculty Research Fellow with the National Bureau of Economic 
Research (NBER). I previously was a professor in the Department of Finance at the University of 
Connecticut and a Visiting Professor at the Wharton School of Business at the University of 
Pennsylvania, where, among other subjects, 1 taught MBA-level courses in pharmaceutical 
finance, economics, and policy. Also, I formerly served as Senior Economic Policy Adviser to 
the Office of the Commissioner at the U.S. Food and Drug Administration. My testimony today 
will be based on academic research, published in the peer-reviewed economics literature, that I 
have undertaken jointly with Joe Golec and other colleagues. The vast majority of these 
publications were unfunded research projects. 

The opinions I am about to express are entirely my own; they do not necessarily reflect those of 
the institutions and organizations with which 1 am, or have been, affiliated. 

In addition to discussing the evidence, or, more specifically, the lack thereof, of rising U.S. drug 
prices, I will also discuss the role drug prices play in firm- and industry-level R&D investment, 
and the subsequent rate of pharmaceutical innovation. The latter is of critical importance because 
considering drug prices in isolation is not useful: the tradeoff between drug prices and iimovation 
is what is relevant — that is, what are the benefits and costs of higher (or lower) U.S. drug prices? 
As I will describe, there is strong empirical evidence that 1) Suggests that the marginal benefits 
of R&D spending far exceed their costs — making a compelling economic case for higher levels 
of R&D spending by firms; and 2) There is an unequivocal theoretical relationship between U.S. 
drug prices and profits and R&D investment, one that has consistently been supported by peer- 
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reviewed publications in leading economics journals (Vernon, 2004; Vernon, 2005; Giaccotto, 
Santerre, and Vernon, 2005; Golec, Hegde, and Vernon, 2009; Grabowski and Vernon, 2000). 

Are U.S. Drug Prices Actually Rising? Flaws with the AARP Report 

The conclusions drawn in the AARP report, which has not been evaluated and vetted through 
peer-reviewed evaluation— the hallmark of academic/economics journal publications — are 
based on flawed methods, and thus are misleading and biased. The AARP report, as it stands, 
does not meet peer-review standards for academic publication in reputable journals — especially 
recognized, quality economics journals. Some of the major flaws with the analysis are: 

1) The AARP report is based on wholesale price data, not retail or transaction prices, which are 
often substantially lower than wholesale prices, because Pharmacy Benefit Managers (PBMs) 
and insurers negotiate discounts and rebates with manufacturers. 

2) The AARP report is an analysis of branded products only. The burden to U.S. consumers 
associated with access to prescription drugs should also consider generic drugs, which in the 
U.S., are among the lowest prices in the world; and, according to a December 2008 AARP 
report, the utilization percentage for generic drugs in the U.S. has risen from 19% in 1984 
(the year the Waxman-Hatch Act was passed) to 67% in 2007. The impact of this significant 
shift towards greater generic competition and utilization is to reduce the overall burden of 
access to pharmaceuticals. 

3) Another flaw with the recent AARP report on rising drug prices, and related to the previous 
point, is that it ignores the fact that 10 of the top 25 branded pharmaceuticals in their study 
have generic versions currently on the market. Mandatory generic substitution laws in most 
states implies that the low-cost generic versions of these 10 branded drugs are dispensed to 
consumers — not the branded versions. 

4) Lower prescription drug prices are also often available to U.S. consumers through mail order 
pharmacies and discount retail pharmacies — a viable cost savings option for consumers that 
is hot reflected in the AARP estimates. 

5) Insurance, particularly insurance proposed within the current healthcare reform legislation, 
results in consumers paying prices well below retail prices. 

A much better measure of drug price trends in the U.S., one that is based on retail prices not 
wholesale prices, and which also captures the cost savings from generic competition and 
substitution (since 1995), is the prescription drug consumer price index (CPI) reported by the 
U.S. Bureau of Labor Statistics (BLS). As the BLS reports on their website, their index includes: 

“All drugs dispensed by prescription. Mail order outlets are included, [and] prices reported 
represent transaction prices between the pharmacy, patient, and third party payer...” 
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Figure 1 is a time series of growth rates of U.S. prescription drug prices. 

Figure 1: Percentage Changes in Prescription Drug CPI from BLS Data: 1995 to 2009 


% Change in BLS Prescription Drug Consumer Price Index 

■ 

1 

9.0% - 

Measure 






A, > — « 


/ 'v A 




/ \ ^ 





1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

—exchange 


As figure 1 illustrates, the percentage change in the BLS prescription drug CPI is substantially 
lower than the upwardly biased figure reported by the AARP. Moreover, the 2008 to 2009 
(through October) change in prescription drug price inflation rate was approximately half that of 
the 2008 to 2009 inflation rate for non-prescription drugs and medical supplies (2.5% to 3.18% 
versus 0.9% to 2.25%). This suggests the small increase in prescription drug prices may reflect 
broader healthcare-sector market dynamics, and not an isolated increase in prescription drug 
prices. 

Finally, in regard to the reasonableness of the claim that manufacturers have raised drugs prices 
in anticipation of forthcoming healthcare reform legislation, the most directly comparable, and 
recent, legislative event points to the exact opposite firm reaction (Golec, Hegde, and Vernon, 
2009). At the time of the 1992-1993 Clinton administration’s proposed Health Security Act, 
many large drug manufacturers publicly committed to keeping drug price increases at or below 
the overall inflation rate. This makes sense, theoretically, because firms would want to avoid 
political controversy regarding drug prices precisely at a time when drug prices are under great 
scrutiny. The publicly announced commitments by many firms to constrain drug prices at this 
time attracted the attention of the Federal Trade Commission (FTC), and consequently lead to 
FTC challenging whether such actions were a violation of anti-trust law (Ellison and Wolfram, 
2002). There are numerous similarities between the current healthcare reform legislation being 
considered and that of the Clinton administration’s HSA. This begs the question, “why would the 
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currently proposed healthcare reform legislation result in a different behavior by firms?” The 
relatively low rate of drug price increases in recent years suggests they are not acting very 
differently. Indeed, prescription drug pricesin recent years have grown at one of the lowest rates 
since the 1980s, when annual drug prices increases were near 10% on average. 

Even the small price increases in recent years, when they exceed the general inflation rate, can be 
explained more plausibly by industry dynamics. For example, as Grabowski and Kyle (2007) 
have shown, increased generic competition and patent challenges have resulted in a compression 
of the product life cycle for many drugs; thus leading, perhaps, to higher prices. Moreover, the 
industry’s productivity in recent years has declined for pharmaceuticals (chemical molecules), 
which face very intense generic competition at patent expiration, but increased for biologies 
(biologic molecules), which currently do not face such competition and which also are more 
costly to develop (for example, because of the higher cost of R&D capital faced by biotech 
firms). This shift in the mix of innovative products (relatively more biologies and fewer 
pharmaceuticals), could easily explain recent price increases greater than the overall inflation 
rate (however small). Thus, the assertion by the AARP that firms have raised prices in the face of 
proposed healtlicare reform can be refuted by more plausible explanations. 


Prescription Drug Prices, Profits, and R&D Spending: Factors Affecting Pharmaceutical 
Innovation 

As mentioned in the preceding section of my written testimony, a consideration of prescription 
drug prices in isolation is an incomplete and misleading exercise. What must be considered are 
the costs and benefits of higher (lower) drug prices, and specifically the economic tradeoff 
between access to existing medicines and access to future pharmaceutical innovations (through 
higher levels of R&D). Prior to discussing this tradeoff, a brief overview of the pharmaceutical 
R&D process, the costs, risks, and returns, is warranted. 

A new pharmaceutical typically takes 12-15 years to bring to market, and most investigational 
new drugs/molecules never make it to market. Some research suggests only about 1 in 5,000 pre- 
clinical molecules studied ever become FDA-approved new drugs. Moreover, of the drugs that 
do make it to market, only 2 out of every 10 generate returns in excess of average R&D costs 
(Vernon, Golec, and DiMasi, 2009). 

The expected returns on individual R&D projects are directly related to expected pharmaceutical 
prices and profitability. Price controls, or indirect price controls via such mechanisms as re- 
importation or technology assessment rationing, lower expected net returns for firm 
shareholders'. The result will be a decline in the rate of pharmaceutical innovation: fewer new 
drugs will be developed and it will take a longer time to find cures for many diseases, all else 
considered". Unlike the benefits of a price control policy, explicit or implicit, which will produce 
immediate and observable savings through lower drug prices, the costs of such a policy are more 
difficult to appreciate and quantify'". This is because of the considerable time lag and uncertainty 
associated with the R&D process, which, as already noted, is very long, costly, and risky"'. My 
academic research has focused on these costs, and specifically the economic relationships 
between pharmaceutical prices, profits, and R&D''. There is an unequivocal tradeoff between 
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access to existing medicines, which is improved with contemporaneous lower prescription drug 
prices, and access to future pharmaceutical innovations. This may be illustrated by the access- 
innovation frontier in Figure 2. 

Figure 2: The Tradeoff Between Access to Existing Medicines and Future Medicines 


Access to Existing 
Drugs 


Access to Future Drugs (Through Innovation) 


The sensitivity of R&D spending to pharmaceutical prices and profits has been studied with a 
variety of different research methods, including standard retrospective statistical analyses of 
industry and firm-level data, prospective simulation analyses, and financial event studies 
(Vernon, 2003, 2004, 2005; Giaccotto, Santerre and Vernon, 2005; Abbott and Vernon, 2007; 
Santerre and Vernon, 2006; Golec, Hegde, and Vernon, 2006; Goiec and Vernon, 2007). The 
research findings have been strikingly consistent and robust. I will summarize the results from 
two recent studies (Vernon, 2005; Giaccotto, Santerre, and Vernon, 2005). Both were unfunded 
studies that have been vetted by the academic peer-review process, and subsequently published 
in professional economics journals. 

The first study utilized publicly available, firm-level financial data and exploited observed 
differences in U.S. and non-U.S. pharmaceutical profit margins (the latter were used to proxy for 
profit margins in the presence of price regulation). Using established economic models and 
statistical techniques, we estimated that a new policy that reduces pharmaceutical profit margins 
in the U.S. to non-U.S. levels will cause firm R&D spending to decline by between 25 and 35 
percent, all things considered. A policy that regulates prices in the U.S., for example re- 
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importation from foreign markets with forced-sale clauses, will theoretically have this effect on 
U.S. profit margins. 

The second study adopted a slightly different approach and used publicly available, industry- 
level data to study the direct link between U.S. drug prices and industry-level R&D spending 
(Giaccotto, Santerre, and Vernon, 2005). In this study, we estimated that for every 10% 
reduction in U.S. drug prices, industry R&D spending will decline by approximately 6%. This 
finding is consistent with an earlier study that also analyzed industry-level pharmaceutical R&D 
(Scherer, 1996; 2001). 

In sum, the empirical evidence suggests that firm R&D spending is very sensitive to 
pharmaceutical prices and profits, as economic theory predicts. This is in direct contrast to the 
ubiquitous, non-economic notions one often hears, such as “lower prices and profits won’t 
reduce R&D spending because firms will still have enough profit to cover their R&D” and “these 
firms have to invest in R&D, what else are they going to do?” 

The key point is that the benefits associated with lower drug prices in the U.S. will, 
unequivocally, come at a cost; lower levels of R&D investment and a reduced rate of 
pharmaceutical innovation. It is critical that these costs be balanced carefully against the 
benefits of associated with regulated, explicitly or implicitly, drug prices. This is particularly true 
in light of the recent evidence on the signifieant eontributions of pharmaceutical and medical 
R&D to human health and life expectancies in the U.S. (Murphy and Topel, 2003; Lichtenberg, 
2002 ). 
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Endnotes 


‘ The implicit argument being put forth is a net present value (NPV) argument. A real options 
framework, in the parlance of modem finance theory, will generate the same prediction (see 
Golec, Hegde, and Vernon, 2009). 

” The phrase “all else considered” is important here. The relevant comparison for assessing the 
impact of price regulation on R&D spending and innovation is the counterfactual event of no 
price regulation policy. R&D and innovation are driven by a number of factors and even if a 
price regulation policy is enacted real R&D spending may continue to grow over time, but it 
would grow at a slower rate than would have been the case if the policy were not enacted. The 
relevant measure of the effect of policy is one that holds all other factors constant: the 
comparison of the reality with the counterfactual. Some of the research I will mention in this 
testimony can easily be taken out of context. For example, if the statement is made that 
pharmaceutical price regulation will reduce R&D by x%, this is x% relative to the level of R&D 
spending in the absence of the policy, not R&D spending in absolute terms. 

To more formally consider the balancing of the costs and benefits of a policy that constrains 
U.S. drug prices the following may provide some clarification. Once a pharmaceutical product 
has been brought to market, pricing above marginal cost results in an undemtilization of the new 
product (from a social welfare perspective), and these costs are referred to as static inefficiency 
costs. Thus, a tradeoff exists between providing incentives for research and development (R&D), 
and thus innovation, and consumer access to today’s medicines: this is the balance the U.S. 
patent system tries to strike. While there is nothing sacrosanct about the current structure of the 
U.S. patent system for pharmaceuticals, or indeed the existing rate (and stock) of R&D 
investment, what is immediately apparent is that regulating prescription drug prices, while it will 
expand access to medicines already developed (the aforementioned benefits), it diminishes the 
intended objective of the U.S. patent system. This, as I have mentioned, will reduce the future 
supply of new drugs. These costs are referred to as dynamic inefficiency costs. The optimal 
policy (or patent system) will minimize the sum of the static and dynamic inefficiency costs. 

^ The term risk here refers to the technical risk of an R&D project, which is the likelihood it will 
make it through the various stages of drug development and become a marketed product. This is 
quite different from financial risk, which is the risk faced by an investor who holds the market 
portfolio, i.e., the relevant risk for determining the project’s cost of capital (or discount rate). 

“ While understanding how R&D spending may be affected by pharmaceutical price regulation is 
important, what is most relevant is how this change in pharmaceutical R&D spending will 
influence innovation and public health. Obviously, measuring the costs associated with forgone 
future innovation is a near impossible task: there are many variables that can affect the outcome. 
However, because there is an overwhelming tendency for public policy debate to focus on the 
short-run benefits of lower (regulatedj drug prices, it is critical that efforts be untaken to at least 
approximate the magnitude of what the corresponding costs would be in terms of lower levels of 
innovation. Only then can the benefits of lower drug prices be weighed against the costs to 
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determine if a price-regulation policy is a good one. A very rough first approximation of the 
social costs associated with various pharmaceutical price-reduction policies (measured in terms 
of life years and dollars) may be found in Vernon (2004), 
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Mr. Pallone. Ms. Cramer. 

STATEMENT OF BONNIE CRAMER 

Ms. Cramer. Thank you, Mr. Chairman and members of the 
Health Subcommittee. I am Bonnie Cramer. I am chairman of 
AARP’s all-volunteer board of directors, and on behalf of our 40 
million members, thank you for including AARP in this discussion 
of brand-name prescription drug prices. 

As you know, AARP is deeply committed to making prescription 
drugs affordable for our members and for all Americans; and 
whether we are ready to admit it or not, the United States is aging 
at an unprecedented rate. Starting on January 1, 2011, 10,000 peo- 
ple will turn age 65 every day, and this will continue for the next 
20 years. When combined with the rapidly escalating brand-name 
prescription drug prices and the fact that older Americans use pre- 
scription drugs more than any other segment of the population, it 
seems evident that many Americans will soon find themselves un- 
able to access the drugs they need at a price they can afford. And 
that, we believe, is not acceptable. 

As part of these efforts, AARP’s Public Policy Institute, working 
with Dr. Schondelmeyer, has been reporting on manufacturer price 
changes for prescription drugs. Since 2004 we have done our pre- 
scription drugwatchdog report. Our latest report found, as you have 
heard, that average manufacturer prices for widely used brand- 
name and specialty prescription drugs continued to increase sub- 
stantially between October of 2008 and September of 2009, rising 
by 9.3 percent and 10.3 percent respectively. 

Now it has been twice said that 70 percent of all prescription 
drugs are generic, but you need to know that 76 percent of all 
spending is for brand drugs. 

Rising prescription drug prices are a source of concern for many 
of our members and it can impact their health. The inability to af- 
ford needed prescription drugs has been shown to negatively im- 
pact patient adherence to drug regimens. Many consumers report 
that they have not filled prescriptions, they skip doses, and they 
cut pills in half as a result of high prescription prices. These are 
stories that we hear from our members every day. This type of be- 
havior in turn can lead to more expensive health care needs in the 
future. 

Problems paying for prescription drugs are more common among 
those taking a larger number of medications, such as older adults. 
Approximately 20 million AARP members are over the age of 65 
and eligible for Medicare. The Part D benefit, which AARP fought 
very hard to enact, provides much-needed prescription drug cov- 
erage for Medicare beneficiaries, but unfortunately, the Part I) ben- 
efit currently contains a doughnut hole, where the beneficiary must 
shoulder the entire cost of the drug as well as continuing to pay 
their premiums. More than 3 million Americans are at risk of fall- 
ing into the doughnut hole each year and feeling, firsthand, the im- 
pact of rising prescription drug prices. 

Unfortunately, because the doughnut hole is indexed to prescrip- 
tion drug spending, the doughnut hole is growing larger each year; 
as a result, more people will fall into the doughnut hole in the fu- 
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ture. And that is why we at AARP have made closing the doughnut 
hole one of our top priorities as part of health care reform. 

But price increases also impact Medicare Part D enrollees. It im- 
pacts their cost sharing for their brand-name prescription drugs. 

A recent AARP Public Policy Institute analysis of most national 
Part D plans shows that in 2010, more plans will require copay- 
ments of close to $100 per drug for certain brand-name drugs. 
Other plans will use coinsurance or a percentage of the drug’s cost 
for brand-name medicines as high as 65 percent of the drugs cost. 

We are greatly concerned about the future of Medicare’s Parts D 
and B, which are financed through premiums and general reve- 
nues. As prescription drug prices continue to increase, spending 
will grow correspondingly, which means that all Medicare bene- 
ficiaries as well as all taxpayers will be required to pay more in 
order to keep the program solvent. 

Now, AARP was pleased to endorse the Affordable Health Care 
for Americans Act, H.R. 3962, that recently passed the House of 
Representatives. For years, AARP has been fighting to make sure 
that our members and all Americans have access to affordable 
health care coverage. Key to our endorsement was provisions that 
would close the doughnut hole, which the House would begin to do 
next year, and fully close the doughnut hole by 2019. 

We also support the House health bill’s provisions that would 
grant the Secretary of Health and Human Services the authority 
to negotiate on behalf of Medicare beneficiaries. We have also sup- 
ported provisions that would promote medication therapy manage- 
ment services. 

So, Mr. Chairman, thank you for your continuing efforts to im- 
prove the Nation’s health care system. At AARP we look forward 
to continuing to work with you to ensure that prescription drugs 
remain affordable for our members and all health care payers. 

I appreciate the opportunity to be with you today, and I look for- 
ward to your questions. 

Mr. Pallone. Thank you, Ms. Cramer. 

[The prepared statement of Ms. Cramer follows:] 
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Mr. Chairman and Members of the Health Subcommittee, my name is Bonnie 
Cramer. I am Chair of the Board of Directors of AARP. On behalf of our nearly 
40 million members, I want to thank you for holding this timely hearing and 
including AARP in this discussion about brand-name prescription drug prices. 

AARP is committed to improving the lives of our members and ail older 
Americans. And, whether we’re ready to admit it or not, the United States is 
aging at an unprecedented rate. Between 2010 and 2050, the population age 65 
and older is expected to more than double, rising from 40 million to 87 million, 
and the 85+ population is expected to more than triple, growing from 6 million to 
21 million.'' Perhaps a more understandable way of explaining this is that, 
starting on January 1 , 201 1 , 1 0,000 people will turn 65 every day — and that this 
will continue for the next 20 years.^ 

When combined with rapidly escalating brand-name prescription drug prices and 
the fact that older Americans use prescription drugs more than any other 
segment of the U.S. population, it seems evident that many Americans will soon 
find themselves unable to access the drugs they need at a price they can afford. 
And that, we believe, is not acceptable. 

AARP Watchdog Monitors Prescription Drug Price Increases 

AARP is deeply committed to making prescription drugs affordable for our 
members - and all Americans. As part of these efforts, AARP’s Public Policy 
Institute has been reporting on manufacturer price changes for prescription drug 
products since 2004. To help address concerns about the impact that rising drug 
prices have on all Americans, AARP has been monitoring prices for specific 
drugs at regular intervals and reporting our findings — both favorable and 
unfavorable — ^to its members and to the public. 

' AARP Public Policy Institute analysis of U.S. Census Bureau, Population Projections, U.S. 
Interim Projections by Age, Sex, Race, and Hispanic Origin: 2000-2050. 

^ Alliance for Aging Research, The Silver Book, 2009. 
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AARP has released multiple reports on a quarterly and annual basis, and has 
consistently found that manufacturer price increases for brand-name drug 
products widely used by older Americans have far outstripped the price increases 
for other consumer goods and services. The results of these reports have been 
widely reported in the press and have also been cited in numerous publications. 
These reports, combined with our advocacy and education efforts, reflect our 
deep commitment to making prescription drug prices affordable for all Americans. 

Our latest report found that average manufacturer prices for widely used brand- 
name and specialty prescription drugs continued to increase substantially 
between October 2008 and September 2009, rising by 9.3 percent and 10.3 
percent, respectively. In contrast, prices for common generic drugs declined by 
8.7 percent over the same time period. These trends resulted in an overall 
average annual rate of increase of 5.4 percent, a sharp contrast to the negative 
rate of general inflation for all consumer goods and services.® 

Price Increases Impact Medicare Beneficiaries 

Approximately 20 million of AARP’s members are over the age of 65 and enrolled 
in the Medicare Part D prescription drug benefit, which provides much-needed 
prescription drug coverage for Medicare beneficiaries. Studies continue to 
demonstrate that individuals who have affordable access to prescription drugs 
are more likely to adhere to their prescription drug treatment regimens.'* This not 
only leads to better health outcomes, but also helps patients avoid unnecessary 
health care utilization. 

^ S. Schondelmeyer, L. Purvis, and D. Gross, “Rx Watchdog Report: Drug Prices Continue to 
Climb Despite Lack of Growth in General Inflation Rate,” AARP Public Policy Institute, November 
2009. 

J. M. Madden et al., “Cost-Related Medication Nonadherence and Spending on Basic Needs 
Following Implementation of Medicare Part D,” Journal of the American Medical Association 299, 
no. 26: 1922-1928; B.A. Briesacher, J.FI. Gurwitz, and S.B Soumerai, “Patients At-Risk for Cost- 
Related Medication Nonadherence: A Review of the Literature," Journal of General Internal 
Medicine 22, no 6: 864-87, 
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We are pleased to see that the majority of Medicare beneficiaries enrolled in the 
Part D benefit are satisfied with the progfam ® The standard Part D benefit has 
an annual deductible ($295 in 2009) and fhitiat coverage period where 
beneficiaries pay for 25 percent of thelf drug costs and their plan pays for 
75 percent of the drug costs until total driig costs reach the initial coverage limit 
($2,700 in 2009). After this point, beneficiaries fall into the dreaded Part D 
“doughnut hole”, where the beneficiary must shoulder the entire cost of their 
drugs (as well as their premiums) until they reach catastrophic coverage ($6,154 
in total drug costs). After this point, the beneficiary pays 5 percent of the cost of 
their drugs, their prescription drug plan pays 15 percent, and Medicare pays the 
remaining 80 percent. 

More than 3 million Americans are at risk of falling into the Medicare Part D 
doughnut hole this year and feeling first hand the impact of rising prescription 
drug prices.® Countless AARP members tell us of their experiences getting 
caught in the doughnut hole trap. That is why we have made closing the 
doughnut hole one of our top priorities this year as part of the health care reform 
effort. 

For example, we heard from Joyce in Illinois who enrolled in Medicare Part D and 
has fallen in the doughnut hole. She tells us that when she falls into the 
doughnut hole, she can no longer afford her medications (even with cutting back 
other basic living expenses like groceries). Instead of taking her insulin five 
times a day as prescribed, she takes only one or two shots every few days, even 
though she knows that such behavior will only worsen the complications of her 
diabetes. Another AARP member, Martha from Ohio, describes the doughnut 
hole as “a nightmare”. When she enters the doughnut hole, she takes her 


P. Neuman and J. Cubanski, "Medicare Part D Update — Lessons Learned and Unfinished 
Business,” New England Journal of Medicine 361, no. 4: 406-414, 

® J. Hoadley et al., “The Medicare Part D Coverage Gap; Costs and Consequences in 2007," 
Kaiser Family Foundation, August 2008. 
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medication every other day (rather than the daily recommended dose) or tries to 
cut her medications in half. She has also resorted to paying for her medications 
using her credit cards, but is rapidly reaching her credit limit. Finally, Shari in 
Virginia tells us that she and her husband have had to move in with their 
youngest son. She has fallen into the doughnut hole and now has to rely on her 
children to help pay for her prescription drug costs. Her children are raising their 
own children, and while they are able to provide some assistance, she 
recognizes that this help has its limit as their expenses are skyrocketing just like 
everyone else’s. 

These are just a few of the stories we hear from our members. Unfortunately, 
more and more people will be feeling the effects of the doughnut hole in the 
future. The structure of the Medicare Part D benefit is tied to prescription drug 
spending - not the Consumer Price Index (inflation) or a more realistic index as 
AARP has advocated - which is directly linked to prescription drug prices. As a 
result, the benefit's threshold amounts are growing each year. For example, 
under current law, the doughnut hole is projected to almost double by 2016, to 
more than $6,000. Thus, Part D enrollees could, upon entering the coverage 
gap, face the prospect of remaining in the gap while paying the full cost of their . 
prescriptions far longer in the future. In combination with higher prescription drug 
prices, this will undoubtedly lead even more Medicare beneficiaries who reach 
the coverage gap to forgo needed brand-name medications, a phenomenon that 
is already being documented.^ 

Price increases also impact Medicare Part D enrollees' cost-sharing for their 
brand-name prescription drugs. Part D plans use tiers that group drugs by 
similar cost-sharing requirements. For example. Tier 1 drugs, usually generics, 
have the lowest copayments. Tier 2 drugs, “preferred" brands, have a higher 
copayment. Tier 3 drugs are “nonpreferred" brand-name drugs that are usually 
more expensive and/or have more safety concerns than “preferred” drugs, 
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An AARP Public Policy Institute analysis of most national Part D plans shows 
that, in 2010, more plans will require copayments close to $100 for Tier 3 drugs, 
which are usually “nonpreferred” brand-name drugs.® Other plans will use 
coinsurance for all brand-name medicines (across tiers), which can reach as high 
as 65 percent. In contrast, cost-sharing for generic prescription drugs, with 
manufacturer prices that have actually dropped over the past few years, has 
remained at $7 or less. 

In addition, since Part D plans began in 2006, many have incorporated a fourth 
tier as well, often known as a “specialty” tier. This Includes many biologies and 
injectable drugs; coinsurance is the usual form of cost-sharing. Coinsurance 
represents a percentage of the drug’s price, rather than a copayment that is a 
fixed amount regardless of the drug’s price. In 2009, more than half of all Part D 
enrollees in plans with a specialty tier were subject to 33 percent coinsurance for 
specialty tier drugs. Since 2006, the number of national PDPs charging 33 
percent coinsurance for specialty tier drugs has increased considerably, when 
only four of the 35 national or near-national PDPs charged this rate.® To put this 
in perspective, rheumatoid arthritis medicines such as Enbrel and Humira 
averaged $1,633 per prescription in 2008. The average cost of a multiple 
sclerosis drug was $2,006.^° At 33 percent coinsurance, enrollees’ cost would 
exceed $500 per prescription. Most patients with either of these conditions filled 
at least eight such prescriptions in 2008.” 


® N.L. Rucker and L. Purvis, “Medicare Beneficiary Costs Set to Rise For Part D Drug Benefit in 
2010," AARP Public Poiicy institute, November 2009. 

® J. Hoadiey et al., “Medicare Part D 2009 Data Spotiight: Speciaity Tiers," Kaiser Famiiy 
Foundation, June 2009. 

Express Scripts, 2008 Drug Trend Report, April 2009, available at http://wvwv.expressscripts . 
com/industryresearch/industryreports/drugtrendreport/2008/. 
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Given that specialty drugs are currently among the most expensive on the 
market, with prices that can range from $5,000 to $300,000 per year,^^ it is 
inevitable that many individuals who use specialty drugs will fall into the 
doughnut hole. Further, prices for these prescription drugs - many of which are 
biologic drugs - continue to rise at an alarming rate. In fact, AARP has found 
that the manufacturer prices for specialty prescription drugs widely used by older 
Americans rose by 10.3 percent in the last year. This is particularly striking given 
that most biologic drugs studied currently do not face generic competition. 

Price Increases Impact Medicare 

AARP is cognizant that prescription drug price increases not only impact 
individual spending, but also the costs borne by the Medicare program (and, by 
extension, taxpayers). As previously mentioned, the Medicare program pays for 
80 percent of Part D enrollees’ prescription drug costs after they reach the 
catastrophic cap. In addition, the Medicare program offers substantial financial 
assistance to low-income Medicare beneficiaries who qualify for the Low-Income 
Subsidy (LIS). These individuals receive additional help with their Part D 
premiums and copayments; also, upon entering the doughnut hole, they do not 
experience the shock of full-cost prescriptions: their subsidized cost-sharing of 
only a few dollars per prescription continues unchanged. While we obviously 
applaud this much needed assistance to lower-income beneficiaries, the fact 
remains that the Medicare program is responsible for paying for the vast majority 
of the prescription drug costs for these individuals. Last month, the Medicare 
Payment Advisory Commission (MedPAC) estimated that LIS enrollees 
accounted for over 50 percent of all Part D spending in 2007, although these 
enrollees only made up 38 percent of total enrollment.^^ 


B. Walsh, “The Tier 4 Phenomenon: Shifting the High Cost of Drugs to Consumers," AARP 
Strategic Analysis & Intelligence, March 2009. 

S. Suzuki and J. Sokolovsky, “Comparing LIS and Non-LIS Beneficiary Experience With Part 
D,” MedPAC, September 17, 2009, available at 
http://www.medpac.gov/transcripts/LIS%20and%20non- 
LIS%20beneficiary%20experience%20w%20Part%20D%20public.pdf. 
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It should also be noted that Medicare Part D is not the only source of prescription 
drug coverage for Medicare beneficiaries. Medicare Part B covers prescription 
drugs that are administered in an outpatient setting, and beneficiaries are 
responsible for 20 percent of their costs. Thus, unless beneficiaries have some 
source of supplemental coverage, prescriptiort drug price increases impact them 
directly. Further, unlike Medicare Part D, Medicare Part B does not have 
catastrophic coverage, so beneficiaries are responsible for their share of 
prescription drug costs indefinitely. 

In 2007, the Medicare Part B program spent $17 billion on prescription drugs - 
most of which are biologic drugs.''* The top six biologies represented $7 billion of 
the total, or 43 percent of all Part B drug spending.*® To put this in context. 
Medicare Part B spending for one biologic drug — Epoetin alfa — in 2007 
($2,6 billion) was greater than the FDA’s, with over 10,000 employees, entire 
FY2008 budget ($2.3 billion).*® 

Medicare Parts D and B are financed through the Supplementary Medical 
Insurance Trust Fund, which is financed through premiums and general 
revenues. Thus, as prescription drug prices continue to increase, spending will 
grow correspondingly, which means all Medicare beneficiaries - as well as all 
taxpayers - will be required to pay more in order to keep the programs solvent. 

AARP is very concerned about the millions of Americans with Medicare Part D 
prescription drug coverage that fall into the doughnut hole each year. To help 
Medicare beneficiaries and their caregivers, AARP has created the Doughnut 
Hole Calculator - available at http://douqhnuthole.aarp.orq/ - an online tool that 

MedPAC, Report to the Congress: Improving Incentives in the Medicare Program, Chapter 5: 
Medicare Payment Systems and Follow-on Biologies, June 2009. 

U.S. Department of Health and Human Services, “HHS: What We Do,” available at 
http://www.hhs.aov/about/whatwedo.html : and MedPAC. Report to the Congress: improving 
Incentives in the Medicare Program, Chapter 5: Medicare Payment Systems and Follow-on 
Biologies, June 2009. 
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helps individuals find lower-cost, effective drugs that might help them avoid the 
coverage gap. The calculator is an easy way for people to view a graph of their 
out-of-pocket spending by month, look up lower cost drugs for their conditions, 
create a Personal Medication Record and print out personalized letters to their 
doctors to help start a conversation about safely switching prescriptions. Since it 
was launched in July of 2009, over 180,000 individuals have used the calculator. 

Price Increases Also Impact the Under-65 Population 

Of course, AARP is fully aware that Medicare beneficiaries are not the only ones 
suffering the effects of rising prescription drug costs. For example, a large 
majority of covered workers have some sort of tiered cost-sharing formula for 
prescription drugs. For covered workers in plans with four cost-sharing tiers, 

41 percent face a copayment for fourth-tier drugs and 29 percent face 
coinsurance.'^ The average copayment for drugs on this tier is $85 and the 
average coinsurance is 31 percent.'® 

These plans also do not have safety nets such as stop-loss or catastrophic 
coverage, so beneficiaries are responsible for an unlimited share of drug costs. 
Also, unlike Medicare, there are no special subsidies for low-income consumers 
in the commercial marketplace. And of course, this does not include the millions 
of those without health insurance, including over 7 million adults age 50 to 64 
who are uninsured.'® Non-disabled older adults generally do not have access to 
coverage through a public program, even if they have no access to private 
insurance and limited income.^® Therefore, unless they somehow gain access to 
private insurance, the uninsured population age 50 to 64 faces the very real 


" Kaiser Family Foundation and Health Research & Educational Trust, Employer Health Benefits: 
2009 Annual Survey, September 2009. 

’’’id 

G. Smolka, L. Purvis, and C, Figueiredo, “Health Care Reform: What’s at Stake for 50- to 64- 
Year Olds?” MRP Public Policy Institute, March 2009. 
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possibility of being completely exposed to prescription drug price increases until 
they become eligible for Medicare at age 65. 

Unfortunately, the inability to afford needed prescription drugs has been shown to 
negatively impact patient adherence. Many consumers report that they have not 
filled prescriptions, skipped doses, or cut pills in half as a result of high 
prescription drug prices.^^ Problems paying for prescription drugs are even more 
common among those who take larger numbers of medications (i.e., older 
adults). 

In fact, several large surveys have shown that older adults, who are 
disproportionately affected by chronic disease^^ and more likely to need a chronic 
medication,^^ resort to skipping doses, reducing doses, and letting prescriptions 
go unfilled when faced with increased medication costs.^'* Research has also 
found that high cost sharing delays the initiation of drug therapy for patients 
newly diagnosed with chronic disease.^^ These behaviors, in turn, can lead to 
expensive hospitalizations and adverse health outcomes^® that must then be paid 
for by patients and taxpayers. 


USA Today/Kaiser Family Foundation/Harvard School of Public Health, The Public on 
Prescription Drugs and Pharmaceutical Companies, March 2008. 

U.S. Department of Health and Human Services, Centers for Disease Control and Prevention, 
Healthy Aging; Preserving Function and Improving Quality of Life Among Older Americans, 2008, 
January 2008. 

C. M. Roe, A. M. McNamara, and B. R. Motheral, “Use of Chronic Medications among a Large, 
Commercially-Insured U.S. Population,” Pharmacoepidemiology and Drug Safetyl 1 , no. 4: 301- 
309. 

J. M. Madden etal., “Cost-Related Medication Nonadherence and Spending on Basic Needs 
Following Implementation of Medicare Part D," Journal of the American Medical Association 299, 
no. 26: 1922-1928. 

“ M.D. Solomon et al., “Cost Sharing and the Initiation of Drug Therapy for the Chronically III,” 
Archives of Internal Medicine 169, no. 8: 740-748, 

H. Kohl and W. H. Shrank, “Increasing Generic Usage in Medicare Part D: The Role of 
Government," Journal of the American Geriatric Society 55: 1 1 06-1 1 09. 
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Health Care Reform Moving Forward 

AARP was pleased to endorse the Affordable Health Care for America Act 
(H.R. 3962) and Medicare Physician Payment Reform Act of 2009 (H.R. 3961) 
that recently passed in the U.S. House of Representatives. For years AARP has 
been fighting to make sure that our members - and all Americans - have access 
to affordable health care coverage. The Affordable Health Care for America Act 
will protect and strengthen Medicare for current and future Medicare 
beneficiaries; require new, no-cost Medicare coverage of important preventive 
services like screenings for cancer, diabetes, and osteoporosis; and take steps to 
prevent waste, fraud, and abuse and inefficiency in the Medicare program. 

H.R. 3961 would permanently fix the flawed Medicare physician payment formula 
to help to ensure that physicians will continue to treat Medicare patients. For 
individuals who are under 65, the legislation will provide for a 2 to 1 age rating, 
meaning that Insurance companies would be limited in how much they can 
charge an individual based solely on age. The legislation will also provide for 
affordable health insurance options for people who currently lack access to or 
cannot afford to purchase health insurance. 

Key to our endorsement was a measure that would prevent millions of seniors 
from having to pay thousands of doilars in out of pocket costs for their 
prescriptions. Starting next year, the House health care reform bill would reduce 
the size of the Medicare Part D coverage gap or “doughnut hole” by $500. The 
bill would completely eliminate the gap in coverage in 10 years. In addition, the 
legislation would provide for a 50 percent discount on brand name drugs in the 
coverage gap. Closing the doughnut hole will help Medicare beneficiaries obtain 
affordable access to the prescription drugs that they need, which will not only 
improve their quality of life, but will help to reduce unnecessary, costlier 
treatments associated with medication non-compliance. 
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In addition, we support the House health care bill’s provisions that would grant 
the Secretaiy of Health and Human Services the authority to negotiate on behalf 
of Medicare beneficiaries. It’s a common sense approach to strengthening 
Medicare’s ability to provide lower cost prescription drugs. The private sector 
already uses its bargaining clout to negotiate better prices for prescription drugs. 
It is time to also permit the Secretary to use the bargaining power of millions of 
Medicare members to get the best price possible. Medicare has an obligation to 
all Americans to be a prudent purchaser of health care services. The Secretary 
will determine how to use negotiating authority to achieve that end. 

Currently, medication therapy management (MTM) services must be offered by 
Medicare Part D plans to enroliees (at no additional charge) who incur total 
Part D prescription drugs costs of at least $4,000 in 2009 (this threshold drops to 
$3,000 in 2010, per CMS guidance). Enroliees deemed eligible for MTM 
services must also meet plan-determined criteria related to the total number of 
different covered drugs, and the types of chronic diseases enroliees must have. 
Unfortunately, only a tiny proportion of MTM-eligible Part D enroliees have 
actually received MTM services, and even fewer have received in-person 
medication reviews from pharmacists or other health care professionals.^^ We 
were pleased to see that the House health care reform bill included provisions 
that would provide federal grants to promote medication therapy management 
(MTM) services. These grants would be given to establish community-based, 
multidisciplinary teams to support primary care practices that include pharmacist- 
delivered MTM services. Such grants would also be used to implement these 
services for treatment of chronic diseases. Further, perfonnance bonuses would 
be provided to Part D plans that went above and beyond what is currently 
required under Medicare. Through these grants, pharmacists could not only 
review more patients’ treatment regimens for lower-cost options, but more 
importantly could work with enroliees to ensure appropriate use of prescribed 

However, starting in January 2010, new CMS guidance governing MTM services will require 
plans to communicate with both enroliees and their prescribers, to provide an annual 
comprehensive medication review, and to provide quarterly targeted reviews. 
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medications, help manage drug-related risks, and minimize preventable drug- 
related medical visits and hospitalizations. Expansion of such services could 
promote the full value of drug therapy, while helping to keep overall program 
costs in check. 

Finally, H.R. 3962 would provide individuals who are currently uninsured with 
access to health insurance coverage. Providing such coverage will help these 
individuals gain more affordable access to prescription drugs. Thus, they are 
more likely to adhere to their prescription drug treatment regimens, which will 
lead to better health outcomes and help to avoid unnecessary, costlier medical 
interventions. 

As Congress continues to move fonvard in enacting health care reform, we 
appreciate provisions in the Senate health care reform proposal that would help 
to address rising prescription drug costs. We support provisions in the Senate 
bill that would reduce brand-name prescription drug costs by 50 percent for 
individuals while they are in the doughnut hole. However, we have strongly 
urged the Senate to go further and fully close the doughnut hole as President 
Obama has promised. 

AARP supports prescription drug importation legislation and has endorsed the bi- 
partisan legislation sponsored by Representatives Berry and Emerson 
(H.R. 1298). In the quest for lower-priced prescription drugs, many Americans 
resort to importing prescription drugs from abroad. This legislation would create 
a framework for the safe, legal importation of prescription drugs that will better 
protect the health and pocketbooks of those desperate for lower priced 
prescription drugs. We are also very pleased to see that the legislation includes 
a number of safety requirements including inspections and measures to prevent 
the counterfeiting of imported drugs. AARP is supporting the bipartisan 
amendment sponsored by Senators Dorgan, Snowe, McCain, Grassley and 
Stabenow that would attach this legislation to the comprehensive health care 


13 



97 


reform package being considered in the Senate. We urge Congress to enact this 
legislation this year. 

AARP strongly supports the Promoting Innovation and Access to Life-Saving 
Medicine Act (H.R. 1472). We applaud Chairmen Waxman and Pallone and 
Congressman Deal and Congresswoman Emerson for putting this critical 
legislation forward on behalf of America’s consumers. This legislation would 
provide a workable pathway for the FDA-approval of safe, effective, generic 
forms of biologic drugs and would provide for a balanced period of exclusivity. 
This bill is based on the successful framework of the Hatch-Waxman law passed 
decades ago and has proven to save consumers and the federal government 
billions of dollars. 

Unfortunately, both the House-passed health care reform legislation and the bill 
currently being debated on the Senate floor include biologic provisions that would 
provide for an Imbalanced 1 2 year period of exclusivity for the branded product. 
According to the Federal Trade Commission (FTC), brand name manufacturers 
do not need special incentives to support continued innovation, and the 
unreasonable twelve to fourteen years of market exclusivity supported by the 
drug Industry actually negatively impacts innovation.^® As noted by the Medicare 
Payment Advisory Commission (MedPAC), brand name companies have little 
incentive to improve their products without the threat of imminent competition.^® 
We urge Congress to change this unreasonable exclusivity period and make 
these generic biologic drugs available as soon as possible. Many of our 
members have told us the costs of these are simply unaffordable. Biologic drugs 
cannot save anyone’s lives if people cannot afford them. 


Federal Trade Commission Report, Emerging Health Care Issues: Follow-on Biologic Drug 
Competition, June 2009. 

® MedPAC, Report to the Congress: Improving Incentives in the Medicare Program, Chapter 5: 
Medicare Payment Systems and Follow-on Biologies, June 2009. 
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Conclusion 

Thank you again for your continuing efforts to improve our nation’s health care 
system. We look forward to working with you to ensure that prescription drugs 
remain affordable for our members, all Americans, and all health care payers. I 
appreciate the opportunity to be with you today and I look forward to answering 
any questions you may have. 
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Mr. Pallone. We are going to have questions now from the 
members, and I am going to start with myself. I am going to try 
to get in two topics here with you, Mr. Schondelmeyer. 

When we passed or when we finalized the health care reform leg- 
islation, it will mark the second time in 6 years Congress has 
passed important legislation affecting the prescription drug mar- 
ket. In 2003, we passed the legislation creating Part D; and you 
have analyzed drug prices before and after Part D went into effect. 

So what happened in the months before Part D went into effect, 
and are we seeing the same thing happening now with this health 
care reform legislation? 

Mr. Schondelmeyer. Well, I would respond by providing obser- 
vation and pointing you to figure 5 in the testimony that I pre- 
pared. Basically, it shows in the time period prior to Medicare Part 
D being first passed and then later enacted — remember, there was 
a delay time between when it was passed and when Part D actu- 
ally got implemented, 2003 to 2006 — prescription drug prices did 
increase during that time period substantially. They leveled out, if 
6-plus percent is leveling out, in terms of price increases for a brief 
period, and then after last fall’s elections in November when it ap- 
peared that health care reform might be a topic that comes into 
play again, we saw an increase. 

Now, this is not a cause-and-effect relationship, but if one looks 
at the graphs, it is pretty apparent there is an increase. 

Mr. Pallone. So you don’t think it is a coincidence, obviously. 

Mr. Schondelmeyer. I don’t think it is. There are multiple fac- 
tors that affect the drug companies’ choice to raise their prices, but 
I think this is certainly one that weighs in. 

The mentality that may be going into effect is, if R&D is as im- 
portant to them as they say it is — and I believe it is; and I want, 
we as a society want, the innovation and R&D and other factors. 
So if they rationalize, if they are going to start controlling or affect- 
ing my prices by having a more effective market in some way, and 
I have a less controlled market right now, I am going to push the 
price as much as I can so when they start squeezing, I am at a 
higher point on the mountain when they are trying to bump me 
down a little bit. So it makes sense to do that. 

Mr. Pallone. Mr. Smith, I will let you have an opportunity to 
respond, but I have to go back to him. So if you could just spend 
about a minute or so. 

Mr. Smith. Mr. Chairman, thank for the opportunity to respond. 

Unlike Dr. Schondelmeyer, I am not going to speculate about mo- 
tives. As I made clear in my statement, I can’t discuss pricing deci- 
sions and so forth. But what I can say is that, number one, the 
Consumer Price Index, as has already been discussed, has, for the 
year ended with the period that AARP looked at, was up about 2.7 
percent. 

I can also tell you that the prices are negotiated with purchasers 
who are large, sophisticated and powerful and have many tools. My 
guess would be, and I have to underline guess, my guess would be 
if a company went to one of these purchasers and said. We need 
you to pay us more because health reform is coming, they would 
be laughed out of the room. 
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Mr. Pallone. ok. Now I am going back to you, Dr. 
Schondelmeyer. 

At some point — I don’t know if it was in your testimony or in 
your written statement — ^you mentioned that the wholesale acquisi- 
tion cost does not include discounts or rebates that are provided by 
the manufacturers to wholesalers. When these discounts were 
factored in, it has the effect of lowering the price paid. 

You stated in your footnotes that there are no consistent com- 
prehensive and publicly reported data sources for this discount and 
rebate information. That gets to the issue of transparency. That is 
my question. 

How would better drug pricing transparency help patients? I 
mean, what would you suggest in terms of trying to create more 
transparency? 

Mr. Schondelmeyer. First, if we are really talking about an eco- 
nomic market and making wise decisions, we need to avoid asym- 
metric markets, where the seller knows a whole lot more about 
their product than the buyer. Asymmetric markets were defined by 
Nobel economists who described the market for lemons, or used 
cars. 

In a sense, drug companies, thankfully, know a lot more about 
our drug product than we do, but that gives them extreme eco- 
nomic power in the marketplace. Rebates and discounts are out 
there, and they may lower the actual price, but they don’t lower 
the rate of increase unless the rebates and discounts are increasing 
as a proportion. 

Mr. Pallone. What do you suggest in terms of what we could do 
on transparency? 

Mr. Schondelmeyer. Well, one, for example in Medicare Part D, 
you could require that Part D plans disclose the amount of rebates 
that they get. Apparently, the committee in the past couple of 
years has done studies of the Part D plans. The Part D plans have 
reported that they get rebates on about 10 to 14 percent of the 
drugs; and they may get some rebates, but they have admitted they 
don’t pass them on to the consumer. And, apparently, it doesn’t 
lower the premiums, because this last year Part D premiums went 
up 11 percent, and last year they went up 17 percent. 

So the only two places I can see that rebates can benefit either 
the Medicare beneficiary or the taxpayer would be in lower pre- 
miums or lower prescription prices. And they don’t appear to show 
up in either of those. 

I don’t know where they went. 

Mr. Pallone. Thank you. 

Mr. Deal. 

Mr. Deal. Ms. Cramer, I am told that 52 percent of AARP’s an- 
nual revenues come from royalty fees from insurance company 
profits, and less than 20 percent of it comes from your membership 
dues. In 2008, I am told that AARP generated $414 million in roy- 
alty fees from United Health Care Corporation. 

Could you tell me what percentage of those revenues came from 
the sale of AARP Medicare supplemental insurance plans that were 
offered by United Health Care Corporation? 

Ms. Cramer. I don’t have that figure with me. I will be glad to 
get it for you. Those numbers you cited are approximately correct. 
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But let me just say that AARP is not an insurance company; we 
contract with United Health Care to provide insurance to our mem- 
hers, and we provide market-changing policies. We make sure that 
our members have the best policies that we can have under State 
and Federal law. 

Providing insurance to AARP members is the reason AARP was 
formed over 50 years ago, when our founder — the private market 
was not serving older people, and it was not serving retired teach- 
ers. Our founder was a retired teacher. It is the beginning of our 
organization. 

But I do want to say one other thing, which I have heard said 
in Congress numerous times, especially over the weekend. I am the 
chairman of the all-volunteer board. We had over 15 to 20 meetings 
on health care reform — detailed meetings. Not once, not once, did 
the AARP board talk about the money we might make on our in- 
surance products or the money we would lose. We would gladly 
forgo 

Mr. Deal. You will get us information to the question that I have 
asked. 

Ms. Cramer. I will get the information on what portion is related 
to Medicare supplement. 

Mr. Deal, l^en you announced your endorsement of the imme- 
diate health care reform plan, you cited the fact that preexisting 
conditions would be excluded under that legislation, yet the supple- 
mental plan that you sell has a 6-month waiting period. And the 
way the legislation has been crafted is that your supplemental in- 
surance plan will still continue to have the opportunity for a 6- 
month waiting period as an exclusionary period. 

Was that a condition that was negotiated with the White House 
as a condition of endorsement? 

Ms. Cramer. It was not a condition that was negotiated with the 
White House. And AARP has been on record for a long time of sup- 
porting guaranteed issue for Medicare beneficiaries. 

Mr. Deal. But do you think it is fair for your supplemental plan 
to have a preexisting condition exclusion, whereas other plans in 
the basic coverage would not? 

Ms. Cramer. That is something that we can look at. It was not 
a deal with anyone. And certainly we do support guaranteed issue. 

Mr. Deal. All right. Let me ask the panel, and this would be 
something that any of you could address. 

We are concerned here about trying to figure out how to get con- 
sumers in the United States the best value for the dollar they are 
paying for prescription drugs. Do you believe that U.S. consumers 
are paying a disproportionate share of R&D costs compared with 
the rest of the consumers in the world? 

Does anyone want to take a shot? 

Mr. Smith. Mr. Deal, I will note that other countries clearly 
underfund their R&D. They are not paying their share of R&D, 
particularly other developed countries, and I believe the result is, 
less R&D occurs and fewer new drugs are discovered, and that is 
a loss to Americans as well as people in their own country. 

Mr. Deal. Aren’t you shifting those costs to American con- 
sumers? 
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Mr. Smith. Mr. Deal, I can’t speculate about how pricing might 
occur cross-nationally. 

Mr. Deal. Dr. Schondelmeyer, do you have an observation? 

Mr. Schondelmeyer. Well, again, in terms of the individual de- 
cisions of companies and specific decisions, it is hard to say. But 
if you look at the market, and as described by Mr. Smith, if other 
countries are underfunding and we are paying a substantially high- 
er price and we are getting R&D, which we value, we are over- 
paying; we are essentially letting other countries be free riders on 
the R&D that we are paying. 

What we do with that is a different issue. I think we probably 
need to look for a new model of funding R&D. Rather than funding 
10 years from now the new drugs based on the high price of drugs 
today to the degree that some people can’t afford them, I am not 
sure that model is working today. 

Mr. Deal. I want to go to your analysis that brand-name drugs 
increased 9.3 percent in your study. Specialties, which you say 
were primarily biologies, increased by 10.3 percent. 

Isn’t it logical that in the brand names, where their patents will 
expire, that those prices will drop in the future; whereas if we 
grant, in addition to patent protection, some 12 or more years of 
market exclusivity on biologies, that you are going to see that in- 
crease in the biologic arena continue to be an escalation? 

Mr. Schondelmeyer. I don’t recall more than two or three 
brand-name drugs that I have ever seen drop their price, and those 
were under political pressure. It was pointed out that some of the 
drugs in our index have generic competitors in the market, and yet 
those brand-name drugs continue going up in price, sir. 

Mr. Deal. Yes. But if you build in a 12-year exclusivity period 
that prolongs any ability for follow-on biologic, don’t we compound 
that problem? 

Mr. Schondelmeyer. Not necessarily. I think one has to do an 
assessment of what is an appropriate time for recovering that inno- 
vation cost and R&D cost. I think if you make it too short, you can 
stifle innovation. I think if you make it too long, you can stifle in- 
novation. If you make it too long, you allow companies to rely on 
cash cows, which is much of what we see now, products they just 
keep hanging on to and riding, rather than — what they find is 
Nexium instead of Prilosec, which isn’t a new drug, it’s just a right- 
handed version; or Ambien CR instead of Ambien, which isn’t a 
new drug, it is just a manipulation. 

So if we let the period be too long, it can be just as damaging 
as too short. I think the period that is currently in the bill at 12 
years is on the long side. 

Mr. Pallone. Chairman Waxman. 

Mr. Waxman. We have heard the estimate that the amount of 
prescription drugs over a 10-year period has increased 72 percent. 
That is a big increase in people using drugs, or at least a number 
of prescriptions. So the market for drugs has increased over the 
last 10 years. 

Dr. Schondelmeyer, you say that the drugs in the past year have 
increased, on an average, 9 percent; is that a correct statement? 

Mr. Schondelmeyer. It is, but we need to parse out increased 
expenditures from increased prices. Expenditures go up because of 
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increased utilization and increased price and increased changes in 
the mix. 

The price index I report with AARP is a pure price index. Price 
only. The actual utilization of prescription drugs in the last year 
to 2 years has flattened out or even decreased slightly in some 
therapeutic markets, yet the prices keep going up. And the private 
payers, the large PBMs, report price increases similar to the 5.4 
percent that we show for our aggregate composite index, rather 
than the 2.7 percent that CPI has. 

Dr. Vernon commented that my study only looked at brand-name 
drugs. Apparently, he has only read the New York Times version 
of my study, because if you read the full study, you will see that 
we look at brand names and specialties and generics, and we cal- 
culate a composite index. 

Mr. Waxman. So you have a composite index of all those drugs. 
Let’s parse them out. 

Are brand-name drugs where the drug manufacturer still holds 
a patent, which means it has a monopoly, going up faster than the 
increase for the prices for those drugs than generic drugs com- 
peting with a brand-name drug? 

Mr. SCHONDELMEYER. In our index, brand-name drugs can be ei- 
ther patented, single-source products or it can be brand-name 
drugs. The originator, the original NDA holder, they may not have 
discovered the drug at all; they may have licensed it in. But the 
original NDA holder, even after the drug is off patent, may still be 
in our index, in some cases, because those products are still on the 
market and the prices are going up. 

So we track those prices and then we track generics, and they 
are going in opposite directions — 9.3 percent up and 8.7 down for 
generics. 

Mr. Waxman. So where there is competition from generics, the 
generics are going down in price? And where there is no competi- 
tion, the price of drugs is increasing? 

Mr. SCHONDELMEYER. It is increasing. And even the brand name, 
when it has generic competition, doesn’t enter into the economic 
competition by lowering its price. It may lose volume, but it doesn’t 
lower its price. 

Mr. Waxman. This seems to be happening whether the economy 
is booming or in a recession, whether the number of uninsured is 
going up or down; it doesn’t make any difference. 

Mr. SCHONDELMEYER. It doesn’t appear to have done so over the 
last decade, and we have had both of those periods, some booms 
and some busts. 

Mr. Waxman. Over the last decade, I assume that the increases 
are every year. Are they pretty level or is this 9 percent higher 
than the general increase over the last 10 years, let’s say? 

Mr. SCHONDELMEYER. The rate of increase is the highest, at least 
from the data I have done with AARP I have seen in the last 7 
years. When I look at other similar data going back even 15 years 
or more, this is the highest level we have been at for quite some 
time. 

Mr. Waxman. Now let me go back to the question Mr. Deal asked 
you. The specialty drugs, which really biologic, these are the new 
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breakthrough drugs, but they are very expensive drugs, aren’t 
they? 

Mr. ScHONDELMEYER. Yes. These, on average, cost thousands to 
tens of thousands of dollars, if not in some cases, hundreds of thou- 
sands of dollars per year. 

Mr. Waxman. For the most part, these drugs have no competi- 
tion? 

Mr. ScHONDELMEYER. They do not have competition directly and 
in an economic sense. 

Mr. Waxman. In an economic sense? What does that mean? 

Mr. ScHONDELMEYER. In a sense it would lower their price. 
There may be two drugs for multiple sclerosis, and the drug compa- 
nies may very vehemently compete through advertising and 
through calls on the doctors that treat those patients, but it hasn’t 
had an effect on the price, an appreciable effect on the price. 

Mr. Waxman. Is that because one is not substitutable for the 
other? 

Mr. ScHONDELMEYER. Substitution has been a major mechanism 
to bring about economic decline of generic prices in the regular 
drug market, and that is not available for the biological products. 
There is no equivalent of an ANDA for a biological license appli- 
cant. 

Mr. Waxman. Now there is a bill that promises the developer of 
a generic drug 12 years of exclusivity and then there can be com- 
petition. But that competition may not be a substitutable compet- 
itor. So we are not guaranteed a reduction in prices even after 12 
years; isn’t that right? 

Mr. ScHONDELMEYER. That is probably correct. It depends on the 
terms of how that bill would bring about or allow other products 
in the marketplace. 

What you need is an equivalent of the FDA therapeutic equiva- 
lence evaluation for normal pharmaceuticals to be developed for the 
biological markets. 

Mr. Waxman. They claim they have to have a 12-year exclusivity 
because competition is going to drive down the price of that drug 
so dramatically. But, in effect, they are going to have much longer 
than 12 years to be recouping a huge amount for their drug. 

So what we are really talking about is not just a 12-year period, 
but a much longer period of time in which this drug will have mar- 
ket dominance; isn’t that correct? 

Mr. ScHONDELMEYER. That is quite likely. In addition, they are 
likely to come out with alternate dosage forms and remarket the 
drug in a different dosage form that has a new patent, has a new 
exclusivity. 

Mr. Waxman. We have “evergreening” in the bill that passed the 
House and the Senate, which means there is no end to the monop- 
oly control they are going to have over these biologic drugs. 

Monopoly control, is it fair to say, in your experience, means 
higher prices? 

Mr. SCHONDELMEYER. YeS. 

Mr. Waxman. Thank you, Mr. Chairman. 

Mr. Pallone. Thank you. Chairman Waxman. 

The gentleman from Illinois, Mr. Shimkus. 
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Mr. Shimkus. Thank you, Mr. Chairman. I think we are devel- 
oping more questions through this hearing, but that is a positive 
thing. 

Ms. Stoll, I would just request that if you have these constitu- 
ents’ stories, one, I would ask if they have gone to their Member 
of Congress to ask for assistance. We deal with folks in many of 
these similar situations. 

I would also highlight the fact that if that Member is not willing, 
if you provide those names to my office, we will try to intervene. 
Because I know the pharmaceutical companies have options in 
which they can provide discounted or low-cost or drugs for free; and 
we use those operations frequently in my congressional service. 

I have limited time, but I want to throw that out as on option 
for these stories that you have given us today. 

To Mr. Smith, we have heard a lot about the “deal” between 
PhRMA and the White House. Can you explain what that deal is? 

Mr. Smith. Congressman, what I can do is — I wasn’t asked to 
come and explain the deal today. I can try to give you sort of 

Mr. Shimkus. I have been told it is pretty well public knowledge. 

Mr. Smith. There have been public announcements by the White 
House. I believe AARP attended a public announcement of the ini- 
tiative at the White House. There are public announcements from 
the Finance Committee. 

Our board concluded that in line with its longstanding support 
for moving forward health reform, that was mentioned by the 
chairman in his opening comments, that we wanted to support 
moving forward 

Mr. Shimkus. I am actually looking for more of the specifics. 

Do you know if the Senate health bill reform reflects the negotia- 
tions? 

Mr. Smith. The Senate bill is so much in flux, it would be hard 
for me to make an assessment. 

Mr. Shimkus. I would like for you all — these are questions that 
I would like to get answered. I would hope that you would. My con- 
cern is H.R. 3962, there are negotiations behind closed doors, and 
I want to know if those have negotiated, which then turns me to 
AARP. 

Ms. Cramer, you said that — Mr. Chairman, I would like the con- 
solidated financial statements from December 31, 2008, and 2007, 
and the IRS form 990 for 2008 submitted for the record, with your 
approval. 

Mr. Pallone. Can I just take a look at it, because I am not sure 
I know what you are talking about. 

Mr. Shimkus. It will be followed up with these questions. 

Ms. Cramer, you stated that you all don’t have an insurance 
plan, but on the 990 you list one. On the IRS Form 990, it says 
“the AARP insurance plan.” So my question is, do you have an in- 
surance plan or do you not? 

Ms. Cramer. What I said is that we contract with United and 
other health insurers to provide insurance to our members. We also 
contract with Aetna for the 50- to 64-year-old product. 

We contract with Genworth to provide long-term care insurance 
to our members. We even provide homeowners insurance and car 
insurance to our members. 
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Mr. Shimkus. Reclaiming my time, what it says on the IRS Form 
990, At the direction of third-party insurance carriers, the plan 
pays AARP, Inc., a portion of the total premiums collected for the 
use of its intellectual property, which is reported as royalties in the 
consolidated statements of activities. Is that correct? 

Ms. Cramer. It is correct that we make royalties off the sale of 
insurance plans. 

Mr. Shimkus. So you are acting as a grant or trust. And, in es- 
sence, when these profits are made through the selling of this in- 
surance, the net then goes back to you all. In fact, AARP benefits 
from selling the most costly insurance because that portion then 
goes to operate AARP at a major profit; is that correct? 

Ms. Cramer. It goes back to support the advocacy and education 
efforts of AARP, yes. 

Mr. Shimkus. And I would say in about current operations that 
is about $653 million in annual revenue, based upon this portion, 
which was stated by Mr. Deal as. What, three-fourths of the oper- 
ating budget? 

Ms. Cramer. The budget is about $1.3 billion, but that amount 
is approximately correct, yes. 

Mr. Shimkus. Fifty-two percent of your fees or annual revenues 
come from these insurance fees, and 20 percent of AARP’s annual 
revenues come from membership dues, correct? 

Ms. Cramer. About 24 percent. 

Mr. Shimkus. Could you operate without this $653 in annual 
revenue? 

Ms. Cramer. I have already answered that question. We were 
founded on providing 

Mr. Shimkus. Can you operate currently without this revenue 
that you all receive based upon selling insurance, yes or no? 

Ms. Cramer. We have never looked at that. I don’t know how to 
answer that. 

Mr. Shimkus. So if you are without $653 million, you don’t know 
if your operations will change? 

Ms. Cramer. Well, obviously, it would change if it is 52 percent 
of the revenues. 

Mr. Shimkus. Thank you. I yield back. 

Mr. Pallone. The gentleman from Illinois has asked for unani- 
mous consent to enter into the record AARP’s consolidated financial 
statements from December 31, 2008 and 2007. Without objection, 
so ordered. 

[The information appears at the conclusion of the hearing.] 

Mr. Pallone. Next is the gentlewoman from California, Ms. 
Eshoo. 

Ms. Eshoo. Thank you, Mr. Chairman. I can’t help but observe 
the following. It is always interesting around here when advocacy 
organizations endorse legislation. I remember not that many years 
ago when my friends on the other side of the aisle had their arms 
wrapped around AARP, hugging them so tight, because they were 
supporting Medicare Part D and all that came with it. 

Today, they are attacking the hell out of AARP because they 
have endorsed this side of the aisle’s health care — universal health 
plan for the American people. So I guess, as Kurt Vonnegut said, 
“And so it goes.” 
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But I can’t help but make the observation; I guess that is the 
way it goes around here. 

Thank you, each one of you, for coming to testify. I think if we 
could stay away from good guys and bad guys, we would just be 
much better off. What we need to do is to scratch below the surface 
and see what it is that is causing the prices to be what they are, 
which we all know is a burden to the American people and espe- 
cially older citizens in our country. 

I believe in research and development. I believe in science. It is 
at the heart of all of the work that I have done here in Congress. 
Some say that favors some and doesn’t help others. I think that 
that is a source of pride to our country, and I want to keep that 
and innovation alive. But I also think we can do a much better job 
with what the costs are. 

Now, the House has already passed the health care reform legis- 
lation, and hopefully the Senate is going to do the same. As we go 
to conference, I think it is important we get some perspective in 
how provisions in these bills will help to reduce drug costs. The 
House bill has numerous provisions to protect taxpayers and all 
citizens from increasing drug prices. It increases Medicaid rebates; 
it provides drug coverage with 36 million citizens; it requires phar- 
maceutical manufacturers to give a 50 percent rebate for drugs in 
the doughnut hole; it closes the Part D doughnut hole, which the 
other side all created, together with AARP, and thought it was ter- 
rific then. Now it is costly and we are being attacked for what it 
costs to plough back and fill this hole, but fill this hole we must 
do because of what it is doing to senior citizens. It allows the Sec- 
retary to negotiate for lower Part D drug costs. 

Now the Senate bill contains some of these provisions, but not 
all. It doesn’t close the Part D doughnut hole, doesn’t allow the Sec- 
retary to negotiate, and it doesn’t create new Part D rebates. 

So, to Dr. Schondelmeyer, let me ask you generally, do you be- 
lieve the provisions in the House bill or the Senate bill will do a 
better job of protecting seniors and taxpayers from rising drug 
prices? I mean, it is a softball question, but I think we need to get 
the answer on the record. 

Mr. Schondelmeyer. I believe there are many useful provisions 
in the House bill that would assist in that goal. As with many tools 
that we have in society, it all depends on how they are imple- 
mented. 

Ms. Eshoo. Ms. Cramer, do you agree? 

Ms. Cramer. We have strongly supported the House bill. We are 
working every day in the Senate to try to get the doughnut hole 
closed completely. 

Ms. Eshoo. Let me ask about a specific provision in both bills. 
It is a provision that requires manufacturers to provide a 50 per- 
cent discount on brand-name drugs in the doughnut hole. My un- 
derstanding is that this offer was made by the drug manufacturers 
as part of their negotiations with the Senate and the White House. 

Now this is not a bad provision. We have it in the House bill as 
well. But it seems to me that it has some problems. What manufac- 
turers give, which in this case is a 50 percent discount, manufac- 
turers can take away by increasing the base price of their drugs. 
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So, to Dr. Schondelmeyer, am I understanding this correctly? As 
manufacturers increase prices, can they also wipe out many of the 
benefits of this 50 percent discount? 

Mr. Schondelmeyer. I believe they can, and they have the mar- 
ket power to do so. Their current price increases for this year may 
have come close to wiping out the whole $80 billion over the next 
10 years. 

Ms. Eshoo. Let me ask the panel, whoever would like to step up 
and answer this, what do you think is the best way to protect us 
from what I just described? 

Mr. Smith. Congresswoman, thank you for the opportunity to an- 
swer. 

Ms. Eshoo. Keep it short. 

Mr. Smith. I will, absolutely. 

Part D, as you know, has come in at much lower cost than ex- 
pected. That is because of the competition and the negotiation that 
goes on. Contrary to Dr. Schondelmeyer’s point, of course, the 50 
percent discount that will be provided in the coverage gap is a 50 
percent discount off of the negotiated price. So I think that there 
is a real benefit to seniors there. 

Ms. Eshoo. Dr. Schondelmeyer, do you want to respond? 

Mr. Schondelmeyer. You tell me how much discount you want, 
and I will tell you what the price is. That is kind of the way the 
market works today. Yes, there is some negotiation, but it is at the 
margins. It is mostly about retail prices, not about meeting the re- 
tail margin and the retail dispensing fees. It is not much about 
brand-name, single-source drug product negotiations. 

I work with major buyers in the marketplace with my own uni- 
versity, and we don’t get discounts on those brand-name prices. 

Mr. Smith. Congresswoman, can I get 5 seconds of your time, 
please? 

Ms. Eshoo. You have to ask the chairman, not me. 

Mr. Pallone. Yes, and then we are going to finish. 

Mr. Smith. I will simply note, contrary to Dr. Schondelmeyer’s 
assertions, if you look in the Medicare trustees’ report, they will 
note that while generics don’t carry rebates, I believe their phras- 
ing is many brand-name drugs carry rebates, often 20 to 30 per- 
cent. 

Mr. Schondelmeyer. Generics are priced so low, a rebate still 
doesn’t get the brand name close to the generic price. 

Ms. Eshoo. Mr. Chairman, I think this whole issue of the in- 
crease of the prices says to us that we need to get socks on this 
octopus. Because if the rate continues to rise as much as it already 
has, and the predictions of the industry itself underscoring that, 
then by the time the entire national plan for universal health care 
takes place, then that whole new floor — a whole new floor is estab- 
lished. 

This is about bringing prices down across the board so we have 
affordability for people. I think that we have got to press hard, look 
hard on a provision that will be placed in the bill. 

You know what I would be willing to do is to say that by such 
and such a date this is what you have to do, and a hammer comes 
down by that year. If you haven’t, then the prices are just going 
to drop. 
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Thank you. 

Mr. Pallone. Thank you. And I apologize for turning the clock 
off. I wanted to make sure Mr. Gingrey got his 8 minutes, since he 
didn’t have an opening. 

I recognize the gentleman from Georgia. 

Dr. Gingrey. Mr. Chairman, thank you very much, and thank 
you for allowing me the extra time for questions. 

I am going to direct all my questions to AARP and to Mrs. 
Cramer. 

Ms. Cramer, my first question, to your knowledge, has AARP 
been contacted by the Justice Department concerning alleged large 
kickbacks — well, actually, you call them “royalties” — that you re- 
ceive from insurance companies for your Medigap plans, a matter 
that, as you know. Chairman Rangel suggested he would be refer- 
ring to the Justice Department during the Rules Committee hear- 
ing on H.R. 3962 last month? 

Ms. Cramer. To my knowledge, today, no. 

Dr. Gingrey. Well, if you do hear of that and have that informa- 
tion, that the Justice Department is looking into that, would you 
be willing to let the committee know that you have been informed 
by the Justice Department? 

Ms. Cramer. Surely. 

Dr. Gingrey. Good. Thank you. 

The second question: Today, roughly a million customers pur- 
chase Medicare Advantage plans, roughly 8 percent of the market, 
and 2.8 million Medigap plans, representing roughly 30 percent of 
the Medigap market, bearing the AARP logo. Under the House and 
Senate health reform bills. Medicare Advantage plans would be 
cut — again, I am sure you know this — ^by as much as $160 billion, 
yet Medigap plans do not endure these same cuts. Under the House 
and Senate bills. Medicare Advantage plans would be forced to pay 
85 percent of revenues received for medical claims, yet Medigap 
would only be subject to pay 65 percent of its revenues on claims. 

Are you aware that Medigap plans are not held to the same 85 
percent standard as all other insurance products but Medicare and 
non-Medicare policies under the House or the Senate health reform 
bills, yes or no? 

Ms. Cramer. No, I was not aware of that. 

Dr. Gingrey. Would AARP be willing to forego this sweetheart 
exemption that clearly favors AARP and their Medigap plans in 
order to help reduce the cost of health care for its members who 
receive their insurance from the Medicare program? 

Ms. Cramer. I can’t answer that on Medigap. I can say that on 
Medicare Advantage we have supported the reduction. We also con- 
tract for Medicare Advantage plans and 

Dr. Gingrey. Well, reclaiming my time, I don’t understand how 
you could say that you are not sure or that you wouldn’t support 
that. 

Ms. Cramer. I am just telling you, we have not discussed that 
and so I just can’t answer that today. I don’t have that information. 
We haven’t even discussed that among the board. 

Dr. Gingrey. Well, Ms. Cramer, in the interest of your 40 million 
AARP beneficiaries, including myself, don’t you think it would be 



110 


your responsibility as a board, all-volunteer board, to discuss 
things like that? 

Ms. Cramer. As I indicated, I would be glad to get back with you 
on that. 

Dr. Gingrey. Well, I am glad to hear that. 

My third question: Representative Deal mentioned Medigap 
plans would not be subject to preexisting-condition coverage like 
every other insurance product sold in this country if H.R. 3962 
were to become law. 

Considering that an AARP member in New York has actually 
brought suit against you in January on this very issue, would you 
be willing to tell this committee today that AARP would like that 
provision changed in order to ensure that your members who cur- 
rently receive their health care from the Medicare program would 
not be forced to purchase a Medigap plan with a preexisting condi- 
tion? 

Ms. Cramer. As I indicated previously, we have for years sup- 
ported guaranteed issue of Medicare policies. 

Dr. Gingrey. Well, then your answer is, yes, you would be 

Ms. Cramer. I believe I answered that we would discuss that 
within our board. I can’t answer that today, but we do support 
guaranteed issue. 

Dr. Gingrey. Well, I certainly would hope so, and I thank you 
for that response. 

Next question: The House and the Senate health reform bills 
would cut Medicare Advantage plans by as much as $160 billion, 
cuts that CBO figures will force 3 million seniors to lose that cov- 
erage and then revert to the traditional Medicare, and 8 million 
more if insurance companies are forced to stop selling altogether by 
the health choices czar, if he or she chooses. 

As we all know. Medicare Advantage plans offer seniors benefits 
that traditional Medicare doesn’t, services like dental, hearing, and 
vision, just to name a few. Therefore, seniors will be forced to pur- 
chase a Medigap policy to make up for those lost services, policies 
for which AARP has a significant market share and would stand 
to gain substantially. 

I see a significant conflict of interest in your support of legisla- 
tion that would allow you, AARP, to gain customers, and therefore 
further royalties, from a product in which you have a significant 
market share, namely Medigap plans, because seniors are being 
forced off of Medicare Advantage plans, plans for which AARP 
products do not have a particular market advantage, as I think you 
said in your testimony. 

In light of these concerns, would AARP be willing today to re- 
scind its support of H.R. 3962, of the Pelosi health reform act, if 
changes to bring Medigap policies in line with all other insurance 
products are not made, yes or no? 

Ms. Cramer. We have supported the House bill. We have also 
supported the cuts to the Medicare Advantage. We also contract for 
Medicare Advantage. And we would willingly forego any revenue to 
get those changes in place to get affordable health care for our 
members. 

Dr. Gingrey. Let me ask you one last question in my remaining 
time. 
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I have seen recent reports that AARP supports the Senate Demo- 
cratic version of health-care reform. One of the ways in which a 
Senate health reform bill pays for the reforms it seeks is through 
a payroll tax on all those making $250,000 or more each year. 

Unfortunately, this payroll tax is not pegged for inflation, mean- 
ing that it will negatively impact your members, including myself, 
aged 50 to 64 today, and over time cause those making well below 
$250,000 a year to pay this additional payroll tax of .5 percent, in- 
creasing the Medicare payroll tax from 2.9 to 3.4. 

Does AARP support the use of a payroll tax to pay for health 
care reform? 

Ms. Cramer. We have not endorsed the Senate bill. We are 
working to get the age rating provision in the Senate bill. It does 
not meet what we would like to have. It is 3 to 1. We do not sup- 
port that. And the Senate bill does not fully close the donut hole, 
which is our top priority. We have not 

Dr. Gingrey. Ms. Cramer, reclaiming my time, are you saying 
that you do not support the version of health-care reform in the 
Senate bill that raises a payroll tax a half a percent? 

Ms. Cramer. I am saying that we have not endorsed the Senate 
bill as of this time. 

Dr. Gingrey. Again, I want to ask you specifically a yes-or-no 
question. As the chairman of the board of AARP, do you or do you 
not support increasing the payroll tax 0.5 percent to help pay for 
health-care reform, whether that is in the Senate version, the 
House version, or in a conference report that comes back to us later 
in the year or the 1st of the year? 

Ms. Cramer. We believe that revenues will have to be raised to 
provide all Americans affordable health care. 

Dr. Gingrey. Last point in my remaining few seconds: Would 
you support a change in the final bill indexing this tax for inflation 
if, indeed, that increased payroll tax is in there? 

Ms. Cramer. We have not discussed that. I cannot speak to that 
today. 

Dr. Gingrey. Well, I am disappointed that you can’t speak to 
that as being a responsible board member, volunteer board mem- 
ber, advocating on behalf of 40 million seniors to try to keep costs 
down. Because, clearly, this is not a partisan question; this is just 
an issue of doing the responsible thing on behalf of your member- 
ship. 

Mr. Chairman, with that, thank you for the additional time, and 
I will yield back. 

Mr. Pallone. Thank you, Mr. Gingrey. 

Next is the gentleman from Texas, Mr. Green. 

Mr. Green. Thank you, Mr. Chairman. 

And, Ms. Cramer, I appreciate AARP’s support for the House- 
passed bill that doesn’t have the payroll taxes the Senate does. 

But, Dr. Schondelmeyer, you conducted the study that found the 
brand-name drug prices increased 9 percent in the last year. We 
heard a lot of criticism of that study by Dr. Vernon and Mr. Smith 
in your testimony. How do you respond to that criticism? Does your 
study present a true picture of what is going on with prescription 
drug prices? 

Mr. Schondelmeyer. I believe it does. 
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First of all, the price data we used are prices actually reported 
by the drug companies. And I would ask, if they are so concerned 
about those prices not being accurate, why are they reporting inac- 
curate prices in the market and to the price databases? 

Second, the Consumer Price Index is a very useful measure, but 
it measures a market aggregate only for the retail market. The CPI 
doesn’t even include most specialty drugs in the marketplace. And 
the CPI — and, by the way, I would correct another number people 
have thrown around, that drugs are 10 percent of our health-care 
expenditures. That is retail outpatient prescription drugs are 10 
percent. Drugs in all settings — in hospitals, in physician’s offices, 
and every other setting — are about 17 percent of the total national 
health expenditures. And yet we keep fooling ourselves saying they 
are only 10 percent. 

So I think our market basket reflects the full spectrum of drugs 
in the marketplace, in the places where they are used, and it is 
based on prices reported by the manufacturers. 

Mr. Green. They also say that your study does not take the dis- 
counts and rebates provided by drug manufacturers into account. 
Does that skew the results? 

Mr. SCHONDELMEYER. I have offered opinions that I don’t think 
it appreciably skews the results because I don’t see in the market- 
place where consumers get the benefit of either those rebates or 
discounts. I have never met a consumer nor have I, myself, directly 
received a rebate from a drug company, and I have never met a 
consumer who says they have. 

Supposedly, the Medicare Part D plans do negotiate rebates, and 
it is supposed to either lower the premiums or the drug product 
price. But when the Office of the Inspector General for HHS evalu- 
ated Medicaid prices versus the Medicare prices back in 2007, he 
found that for brand-name drugs the Medicaid price was actually 
on average 0.6 percent lower than the Medicare prices before re- 
bates were taken into account. When rebates under Medicaid were 
taken into account, it would have reduced the price by about 30 
percent, but those rebates don’t exist and aren’t paid to the govern- 
ment on the Medicare side. 

So they can have an impact, but the way they are implemented 
under Medicaid Part D, they don’t appear to get passed to the con- 
sumer or the taxpayer. 

Mr. Green. Well, I know we can look at the big picture, but pre- 
scription drug prices have increased at rates beyond the inflation 
rate in the last few years. 

Mr. SCHONDELMEYER. Absolutely. I have no doubt of that. 

Mr. Green. OK. 

Mr. Smith, your testimony states that Medicare Part D costs are 
not as high as projected, and I tend to think just because we cre- 
ated the donut hole, forcing seniors to pick up that majority of the 
tab of their prescription drug medications. Additionally, Medicare 
Part D plans — the Secretary of HHS cannot negotiate drug prices 
with manufacturers. This forces seniors in the Part D to pay much 
higher drug prices. Under H.R. 3962, the health care bill, we close 
that donut hole by 2019. 

A PhRMA statement from Senior Vice President Ken Johnson 
following the release of the AARP report on prescription drug 
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prices states, “What is more, AARP fails to mention that 50 percent 
discount that companies will provide to most seniors and disabled 
Americans who hit the so-called donut hole in Medicare Part D. 
That provision alone is expected to save beneficiary spending in the 
coverage gap as much as $1,800 in 2011.” 

My office has contacted many companies on behalf of our seniors 
who have entered into the donut hole, and these discounts are not 
guaranteed and should not be advocated as a benefit to seniors as 
a way to curb the cost of drugs. Now, we try to work with indi- 
vidual drug companies because we see the ads on TV just like our 
seniors does, but oftentimes they are not qualified for those dis- 
counts when they fall in that donut hole. 

Do you have information on how many companies provide such 
discounts to seniors in the donut hole and the average discount 
they provide? 

Mr. Smith. Congressman, thank you for the question. 

I do not have information about the number of companies that 
provide discounts in the donut hole. I can say that, under the ini- 
tiative that we undertook, all companies would be providing the 50- 
percent discount on brand drugs in the donut hole. 

Mr. Green. Well, I know the quote I gave you from Vice Presi- 
dent Ken Johnson talked about $1,800. Believe me, I have seniors 
I talked to Friday in Houston that would love to have that because 
they fell in that donut hole. 

If you could get us more information from PhRMA on where they 
came up with that $1,800, I would really appreciate it, because I 
think all of us would like to make sure our seniors — because we do 
constituent casework, and that is our next option when they hit 
that donut hole, outside of eliminating the donut hole, as our 
health care bill does. 

Thank you, Mr. Chairman. I know I am out of time. 

Mr. Pallone. Thank you, Mr. Green. 

The gentleman from Texas, Mr. Burgess. 

Dr. Burgess. Thank you, Mr. Chairman. 

I think Mr. Shimkus’s questioning just a few moments ago really 
showed to us why this hearing should be on the Subcommittee of 
Oversight and Investigations where we can, indeed, swear people 
in, get them under oath, so that we get answers that we can de- 
pend upon, because we have heard some conflicting information 
today. 

I still remain troubled by the fact that we had PhRMA, AMA, 
AHIP, SEIU, AdvaMed down at the White House in May and June 
doing these deals, some of them, to be sure, part of the public 
record, but we don’t have the phone logs, we don’t have the e-mails, 
we don’t have the minutes from those meetings, and we are in the 
dark as to what was struck. 

So what I read in the newspaper is that PhRMA created an $80 
billion deal to help the health care bill get through. OK, that 
sounds like a good thing, but I don’t know what PhRMA gave up, 
I don’t know what the White House gave up. It is just difficult to 
evaluate that. 

And then, of course, you do have the Congressional Budget Office 
sitting back there and saying, “Wait a minute, if you are doing 
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something you should have been doing in the first place, we don’t 
actually score that as a savings.” So does that $80 billion decline? 

I would just like to point out, since I was criticized about the as- 
pect of negotiation from the Secretary of HHS with Part D, I mean, 
the Congressional Budget Office — who we should have at this hear- 
ing, by the way; they should be here — but they sat at that very 
table last fall in a secret meeting that we had that wasn’t open to 
the press. The Congressional Budget Office reiterated that direct 
negotiation from the Secretary of Health and Human Services on 
Part D prescription drugs would not result in any significant sav- 
ings. They have said this over and over again. I don’t know what 
we need to do to kill that notion, but it is one that certainly de- 
serves to die. 

On the issue of the donut hole, Ms. Cramer, I will just ask you, 
if we did away with that, what would be the effect, the practical 
effect, on those very low-priced policies that are available to peo- 
ple? Now, in my State of Texas, I think there are some 40 policies 
that are available for Medicare Part D. What is the practical effect 
of those very low-cost policies if the donut hole goes away and es- 
sentially everything is the same? 

Ms. Cramer. If I understand your question, I believe only about 
20 percent of the Part D drug plans provide coverage in the donut 
hole. And I believe, at that point, it is primarily for generic drugs. 

Dr. Burgess. But a person does have that option to buy coverage 
that would provide coverage in the gap if they so chose. Is that cor- 
rect? I mean, that happens today. There is no donut hole for that 
individual, is that correct? 

Ms. Cramer. Well, that is correct. And, as I said, 20 percent 

Dr. Burgess. But a person who doesn’t use much in the way of 
medications is free to purchase one of these very low-cost policies 
that costs a minimal amount each month. And if something hap- 
pens during the course of that year, yes, then their out-of-pocket 
expenditure may not be covered, but they also do have a maximum 
catastrophic coverage above which their drug costs are covered. 

But because the way Part D is set up, next year in the open en- 
rollment period, they may switch to one of those programs that pro- 
vides coverage in the gap. Will we lose that flexibility if we go 
down this road of closing the donut hole, as has been outlined in 
the House bill? 

Ms. Cramer. Well, I don’t believe so. Congressman. You know, 
our top priority is to completely close the donut hole because 26 
percent of people enter that donut hole; only about 3 to 4 percent 
really exit that. And during that coverage gap, you have heard the 
stories about what people do with their drugs when they don’t fol- 
low their drug regimen. So we think it is extremely important 
to 

Dr. Burgess. Now, I need to interrupt you there for just a mo- 
ment because there are other options. And my office certainly 
works with individuals on an individual basis, as Mr. Shimkus 
pointed out. There is the option, though — next year, during the 
open enrollment period, you don’t have to stay on that particular 
policy under which you have been covered previously that has al- 
lowed you to end up in the donut hole. There are policies that pro- 
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vide coverage in the gap which would he available to that indi- 
vidual in the years ahead. 

I am going to have to move on because there is some other things 
that I just need to get asked. And, first off, Ms. Stoll, I have to ask 
you the name of that medicine for migraines, because I am just 
dying of curiosity. 

Ms. Stoll. Of course I won’t be telling you the name of that 
product. Maybe we can have a private chat later. 

Dr. Burgess. See, this is why this has to be on Oversight and 
Investigations, because we could put Ms. Stoll under oath and she 
would be required to tell me the name of the medicine and I 
wouldn’t be left in the dark here. 

Ms. Stoll. I will leave my colleagues to do the paid advertising 
for specific drugs. But, you know, I just want to raise an issue 
about 

Dr. Burgess. Well, hold that thought. We will talk about that 
privately, because I do have to get one last thought in to our two 
participants at the end. 

We talk about what may be a causal relationship and what may 
be a casual relationship. I do think it is important, and one of the 
things we can’t know at this hearing, because we don’t have access 
to all the information, we can’t know what is just a casual relation- 
ship between the $80 billion that PhRMA said they are going to 
give up and a causal relationship, “Hey, if we give up $80 billion, 
then we are going to be able to have price flexibility to make up 
some of that ground on something else.” We just don’t know. 

So where is the line drawn between what is a casual relationship 
and what is causal? 

Mr. ScHONDELMEYER. Well, that is more of a scientific or statis- 
tical question. But I think, just from a policy observational perspec- 
tive, we have never seen drug prices go up this high in the last dec- 
ade and a half. And this is a time when there is the most risk for 
drug companies — that is, having either price controls or a change 
in the market structure in a way that affects their prices. And so, 
it would be logical that they are looking for ways to buffer their 
revenue for as much as they can and as long as they can. 

Dr. Burgess. Well, again, that is speculation. It would be better 
if we were all on the record and under oath. 

Let me just ask you one last thing. You said you have not seen 
a drug price go down. We did have Prevacid which went over-the- 
counter this past month, and the price drop has been dramatic, and 
it still sold under a brand name. 

Mr. Pallone. Can we ask you to respond in writing? Because we 
have a number of Members, and we have a vote coming up. 

Dr. Burgess. Mr. Chairman, with all due respect, I sat here 
while many of our panelists — and I appreciate them being here — 
went significantly over time. This is an important issue. 

Mr. Pallone. I understand that the panel went over time, but 
I am trying to keep the Members to the minute. We are going to 
have a vote at 12:15. We have a lot of Members, so respond to us 
in writing, if you will. 

Next is Chairman Dingell. 

Mr. Dingell. Thank you, Mr. Chairman. 

This question is to Mr. Schondelmeyer. 
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Mr. Schondelmeyer, I am not sure you or the panel members re- 
member years ago but we made some changes in the food and drug 
law which banned the imports of pharmaceuticals which could not 
be certified as safe by the Secretary of HHS. Do you remember 
that? 

Mr. Schondelmeyer. Yes. I think that was back in the 1980s. 

Mr. Dingell. So the law now says you cannot import pharma- 
ceuticals unless they can be certified as being safe. Is that right? 

Mr. Schondelmeyer. I believe the law says that. It has not been 
implemented. 

Mr. Dingell. That is what the law says. So pharmaceuticals can 
be imported, but they have to be certified as being safe. Is that 
right? 

Mr. Schondelmeyer. I believe that is the case. 

Mr. Dingell. OK. Now, we have the nice problem that, if we 
change that, unsafe pharmaceuticals could be imported. Is that 
right? 

Mr. Schondelmeyer. It depends on your certification process 
and how good it is. 

Mr. Dingell. Well, if the Secretary can’t certify that they are 
safe, they can’t come in. Isn’t that right? 

Mr. Schondelmeyer. Well, they may not be able to certify for 
political reasons or for practical reasons. 

Mr. Dingell. Dear friend, I wrote the legislation. It didn’t say 
political reasons. It just says you can’t import them unless they are 
certified and safe. Are you in accord with that? 

Mr. Schondelmeyer. In what sense? 

Mr. Dingell. Do you agree that that is good public policy? 

Mr. Schondelmeyer. I believe there are processes by which an 
appropriate certification process could be undertaken. 

Mr. Dingell. Well, and I have no objection. But, up until now, 
they have not been able to do it. And I don’t want to engage in a 
great big toe dance here, I just want to get the record clear, be- 
cause everybody is trying to reimport, and I am keep trying to tell 
them, ‘You can do so if the pharmaceuticals are safe and the Sec- 
retary can so certify.” And I just want to get that into the record. 

Am I correct in my appreciation on this matter or not? 

Mr. Schondelmeyer. I believe you are, but, again, I am not a 
lawyer. 

Mr. Dingell. OK. Thank you very, very much. 

Now, I note several things here, and very quickly I would like 
to get them. There is no trap here, so just please give me a yes- 
or-no answer. 

H.R. 2962 will provide assistance for millions of other Americans 
to ensure that they can afford prescription drugs. This would have 
a substantial impact on medical adherence. Is that correct? 

Mr. Schondelmeyer. I don’t know the bills by their number, as 
you have quoted it, so I can’t answer that, sir. 

Mr. Dingell. All right. Now, H.R. 3962 will also close the donut 
hole. Is that not so, yes or no? 

Mr. Schondelmeyer. Again, I don’t recall the specific provisions 
of the bill. 
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Mr. Dingell. I am not trying to trap you, I am just asking you 
facts. You are my expert here, and I would like to get your help 
on this thing. 

All right. Let’s go to Mr. Smith. 

With regard to H.R. 3962, it will provide financial assistance for 
millions of other Americans to ensure that they can afford their 
prescription drugs. Is this so or not? 

Mr. Smith. Congressman, it provides assistance. Respectfully, as 
you know, we oppose the bill. 

Mr. Dingell. Thank you. 

H.R. 3962 will also close the donut hole. Is that not so? 

Mr. Smith. Same answer. Congressman. 

Mr. Dingell. OK. 

Now, Ms. Stoll, if you please, we sometimes overlook the prob- 
lems that confront millions of Americans with insurance that fails 
to cover adequate benefits and protection from financial bank- 
ruptcy. These are the underinsured. 

You mention a 60 percent increase in the number of under- 
insured from 2003 to 2007. Could you tell us what are the major 
causes for this jump? 

Ms. Stoll. Well, there are about 25 million underinsured. As we 
figure it, a major cause of that is lack of solid prescription drug 
coverage. A lot of plans in the individual market don’t cover pre- 
scription drugs. We will fix that with H.R. 3962, so I applaud that. 

Mr. Dingell. Now, we include a number of important provisions 
in H.R. 3962 such as the minimum benefit package that includes 
prescription drug coverage, elimination of the annual and lifetime 
caps, assistance for premium and out-of-pocket costs. Would these 
provisions help address the problems of the underinsured? 

Ms. Stoll. Absolutely. 

Mr. Dingell. Thank you. 

Ms. Cramer, if you please, I would like to highlight your com- 
ments on Medicare Part D, the donut hole, the point at which bene- 
ficiaries are responsible for the full cost of their prescription drugs. 
You state, “Under current law, the donut hole is projected to al- 
most double by 2016 to more than $6,000. This means that Part 
D beneficiaries can find themselves paying the full cost of their 
drugs far longer in the future.” This is quite unsettling to me. 

H.R. 3962 provides a 50-percent discount on brand-name drugs 
in the donut hole, reduces the donut hole by $500 in 2010, and 
eliminates the donut hole entirely by 2019, and authorizes the Sec- 
retary to negotiate on behalf of seniors for lower drug prices in 
Part D. 

Give me your judgment. Are these steps sufficient to avert the 
substantial donut-hole growth that you have referred to by 2016 
and to provide necessary and needed relief for our seniors? 

Ms. Cramer. Yes, Congressman, it completely closes the coverage 
gap. 

Mr. Dingell. Thank you. 

Mr. Chairman, my time has expired, and I thank you for your 
courtesy. 

Mr. Pallone. Thank you. Chairman Dingell. 

The gentleman from Pennsylvania, Mr. Murphy. 

Mr. Murphy of Pennsylvania. Thank you, Mr. Chairman. 



118 


Dr. Schondelmeyer, do you have any research that is funded by 
NIH? Are you involved in any of the research funded by NIH? 

Mr. Schondelmeyer. No, I have not conducted research in the 
lab, which is primarily the type of research conducted by NIH. 

Mr. Murphy of Pennsylvania. NIMH, National Science Founda- 
tion, anything of that sort? 

Mr. Schondelmeyer. I have had research funded by the Centers 
for Medicare and Medicaid Services. 

Mr. Murphy of Pennsylvania. OK. When that is done, what per- 
centage of that research is there to cover overhead costs? 

Mr. Schondelmeyer. What percentage 

Mr. Murphy of Pennsylvania. What percentage of your research 
grant just funds overhead costs, do you know? 

Mr. Schondelmeyer. The University of Minnesota has a nego- 
tiated rate with the government 

Mr. Murphy of Pennsylvania. How much? 

Mr. Schondelmeyer. — that is like 51 percent, I believe. 

Mr. Murphy of Pennsylvania. So 51 percent is not involved in 
the actual research but it goes to the overhead? 

Mr. Schondelmeyer. That is negotiated between the govern- 
ment and the university. 

Mr. Murphy of Pennsylvania. That is a standard, actually, for 
NIH grants, too, across the country, about 51 percent. As a matter 
of fact, I found it interesting that some universities, such as Har- 
vard, have a 71 percent overhead rate; MIT, 67 percent; University 
of Minnesota is around 50 percent. It concerns me that so much 
money is set out to do actual research but over 50 percent goes to 
things that have nothing to do with research. 

Should we stop giving universities money for their overhead at 
these outrageous rates of nearly two-thirds or half or more that 
doesn’t even go to taking care of the things they are supposed to 
do? What do you think? 

Mr. Schondelmeyer. Well, first, as a mischaracterization, the 
51 percent overhead means about a third of the money goes to 
overhead. It is 51 percent on the direct 

Mr. Murphy of Pennsylvania. With facilities and administrative, 
yes, we are paying for buildings. But I am just asking, should we 
cut that so that universities should only use their research money 
to go directly to research and not go to pay the things to run the 
university? What do you think? 

Mr. Schondelmeyer. No. Those overhead costs do pay direct 
costs that are — or indirect costs that are related to the cost of con- 
ducting that research. In fact, the University of Minnesota esti- 
mates — 

Mr. Murphy of Pennsylvania. A lot of the costs that the univer- 
sities get in these things are not necessarily going to the research, 
which is helping save lives and develop new drugs, things like that, 
but we should keep paying that when it is not really going? I mean, 
some of it goes to a university president’s salary. Some of them 
make quite a bit of money, I understand. Should we stop doing it? 

Mr. Schondelmeyer. I am not a university president, so I don’t 
know what 

Mr. Murphy of Pennsylvania. OK. All right. Well, we will just 
keep you within your line. 
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Ms. Cramer, on the AARP board of directors, you have responsi- 
bility of oversight over the insurance plans that AARP contracts 
with, some of these companies. Does AARP have a Medicare Part 
D plan? 

Ms. Cramer. Yes, we do. 

Mr. Murphy of Pennsylvania. And who do you contract that 
with? Or do you run it yourselves? 

Ms. Cramer. With United Health Group. 

Mr. Murphy of Pennsylvania. How much do they pay AARP in 
royalties or whatever you would call it to offer that plan? 

Ms. Cramer. I don’t have that number with me. 

Mr. Murphy of Pennsylvania. You are a member of the board. 
You just told me you have oversight over that. You tell me that 
something that is a massive amount of the income for AARP, you 
don’t know how much it is? 

Ms. Cramer. I don’t know what portion is for the Part D plan. 

Mr. Murphy of Pennsylvania. A dollar amount, you don’t know. 

Ms. Cramer. Congressman, I have answered. I don’t know what 
portion is for the Part D plan. 

Mr. Murphy of Pennsylvania. No, you haven’t answered my 
question. You said that over half of your income comes from insur- 
ance plans but you have no idea how much it is and you are on 
the board? I think you are chair of the board. And you are telling 
me you don’t know what kind of money AARP makes? I don’t un- 
derstand that. 

Ms. Cramer. Well, I have answered 

Mr. Murphy of Pennsylvania. No. Well, let me ask another ques- 
tion because I am trying to get an answer to that. So do you have 
a donut hole in your plan? 

Ms. Cramer. I am sorry? 

Mr. Murphy of Pennsylvania. Do you have a donut hole in your 
Medicare Part D plan? 

Ms. Cramer. Yes, we do. 

Mr. Murphy of Pennsylvania. You do. And yet you make millions 
and millions and millions of dollars out of your Medicare Part D 
plan. Why don’t you use that money to fill the donut hole? 

Ms. Cramer. Our plans operate under Federal and State laws 
just like any other plan does. 

Mr. Murphy of Pennsylvania. But I am asking you, if Federal or 
State law allows you to have a plan that does not have a donut 
hole, why don’t you fill the donut hole with the profits you make? 
After all, you are a nonprofit organization. Why don’t you use that 
money — I understand your executive director makes how much 
money for AARP? 

Ms. Cramer. I am sorry? 

Mr. Murphy of Pennsylvania. How much does your executive di- 
rector get paid per year at AARP? 

Ms. Cramer. He doesn’t get paid what the Senate said he got 
paid. 

Mr. Murphy of Pennsylvania. How much does he get paid? 

Ms. Cramer. I would be glad to answer that offline. 

Mr. Murphy of Pennsylvania. I don’t understand why we can 
talk about everybody else’s salaries but AARP’s. And you are here 
criticizing other companies. 
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Ms. Cramer. It is around $800,000. 

Mr. Murphy of Pennsylvania. It is my time. The drug compa- 
nies — I am concerned about the cost of drugs, and I am concerned 
how much it costs people. But I want to get to the bottom of this. 
And so you have the cost of manufacturing the drug. You have the 
profits companies make. You have research and development for 
those drugs. You have advertising. I want to get to the bottom of 
that. But there is also the cost of administering plans. 

And AARP is not an innocent partner in this, because you also 
make a lot of money from this. And when I ask you how much your 
director makes, suddenly that is off limits. But we can talk 
about 

Ms. Cramer. It is around $800,000. 

Mr. Murphy of Pennsylvania [continuing]. How much money 
pharmaceutical companies make. I don’t know how much money 
AARP is putting into your pockets and how much is going to doing 
such things as eliminating the donut hole or reducing prices. What 
this committee needs to do is look at all of these levels. 

And I think it is disingenuous for AARP to come in here and say, 
“When it comes to AARP, we are not telling you how much money 
we make or what we do with it,” or, for some reason, the chairman 
of the board doesn’t understand that stuff. When it comes to talk- 
ing about 

Ms. Cramer. Congressman, I believe our 

Mr. Murphy of Pennsylvania. No. When it comes to talking 
about these prices, everything should be on the table. 

I am deeply concerned about senior citizens who cannot afford 
drugs. I am deeply concerned about members of AARP who cannot 
afford drugs. But you are telling me a lot of this goes into your 
profits, you won’t tell me how much your executives make in sala- 
ries, and you won’t close your own donut hole. 

And I yield back the balance of my time. 

Ms. Cramer. Congressman, I believe our 

Mr. Murphy of Pennsylvania. I yield back the balance of my 
time. If you are not going to answer my questions, you don’t have 
a right to answer. 

Ms. Cramer. And the executive director’s salary 

Mr. Murphy of Pennsylvania. Mr. Chairman, she is not going to 
answer my questions. 

Mr. Pallone. Look, if she wants to answer the question 

Mr. Murphy of Pennsylvania. Mr. Chairman, she has told me 
she doesn’t have the answers to these questions that I have asked. 

Mr. Pallone. Ms. Cramer, if you would like to answer, you can. 

Ms. Cramer. Well, as I said, I believe our audited report mo- 
ments ago was entered into your record, which would include the 
information the congressman is asking. And also the 990, which is 
public document, would include information on our executive direc- 
tor’s salary. I also said that it is around $800,000 per year. 

Mr. Murphy of Pennsylvania. Why don’t you use that money to 
close the donut hole? 

Mr. Pallone. She tried to answer your questions as best she 
could, and we do have the documents that were entered into the 
record by Mr. Shimkus. 
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We have about — I guess we still have another 13 minutes or so, 
so I would like to get a couple more people in. Mrs. Capps is next. 

Mrs. Capps. Thank you, Mr. Chairman. 

And I want to spend most of my precious 5 minutes on the topic 
of medications used to treat cancer. But I want to give you a 
chance, Ms. Cramer, to talk 1 more minute or less, hopefully less, 
on the donut hole. Because, in your written statement, you ref- 
erence AARP’s donut hole calculator. Just to get it on the record 
for today’s discussion, would you very briefly tell us what that is? 

Ms. Cramer. It is a new online tool that became effective in July. 
It is found at donuthole.aarp.org. It helps individuals calculate and 
track their out-of-pocket expenses. It helps individuals locate 
cheaper alternatives for their condition. It provides a personal 
medication record. And it also provides personalized letters; if indi- 
viduals decide they want to pursue cheaper generics, it helps them 
begin the conversation with their doctor. 

It is extremely popular. We have served over 180,000 people 
since it came online in July. That is a thousand people a day. 

Mrs. Capps. Thank you very much. 

There was an article in the New York Times this weekend, a 
pretty disturbing one, about the high cost of drugs treating cancer. 
And it reported that a new medication called Folotyn is going to 
be sold for about $30,000 a month. 

Now, for the record, drug companies should be able to make a 
profit. We need a profitable and successful domestic pharma- 
ceutical industry. 

But I am going to ask you, Mr. Smith, what good do break- 
through treatments do when they are unattainable for almost all 
the people who need them most? Is there any point at which your 
industry simply says, “No, we can’t charge this much”? 

Mr. Smith. Congresswoman, drugs absolutely need to be acces- 
sible for them to do good. That is one of the reasons that we are 
trying to, you know, help support a health reform bill. 

So, you know, in terms of this particular issue, I don’t know any- 
thing about this drug, I don’t know this company. But what I can 
say is that there are certainly cases where there are high-cost 
drugs, and these medicines — you know, patients need high-cost 
medicines at times, just like they need high-cost hospitaliza- 
tion — 

Mrs. Capps. Let me ask you — go ahead. 

Mr. Smith. And part of what we do with insurance is spread the 
risk across the entire population for the few people who need high- 
cost services. 

Mrs. Capps. Well, this is a pretty big risk for a few people whose 
lives are hanging by a thread. 

Here is the shocking part of the story, as it was reported in the 
newspaper. The drug hasn’t even been shown to increase the life 
expectancy of those who take it. If a manufacturer is going to 
charge $30,000 a month for a drug, I would think that they would 
want to be able to show that it at least helps patients live a little 
bit longer. 

Now, you have answered, and I want to use whatever time, and 
it is only 2 minutes, to see if others on the panel would like to re- 
spond to this particular issue, either using this story or one other 
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one. But I am focusing particularly on life-threatening diseases 
that are lumped together as cancer and the way the cost of treat- 
ment has gone up. 

Dr. Schondelmeyer, you might want to speak to it or maybe Ms. 
Stoll, too, as well. 

Mr. Schondelmeyer. Sure, I would. First of all, I did not see 
that article in New York Times this weekend. I will go back and 
look for that. 

In our own study, the 12 cancer drugs that we had in the spe- 
cialty area, those 12 drugs all went up in price, and the price in- 
crease in 1 year ranged between 4.9 percent up to as much as 20.8 
percent increase in price in a single year. And then that compounds 
over time, of course, as prices keep going up. 

I think the point you raise is one of, we have to assess what is 
the real margin of value that a drug adds to society. And I am 
going to shift away from a cancer drug, but I think it is the same 
principle. A drug called Zetia, which is supposedly used for choles- 
terol, we recently found that that drug really is not as effective as 
we thought and not as effective as an old drug that is very inexpen- 
sive even though it has a slight, small convenience-type side effect 
perhaps. But Zetia, itself, was able to raise their price dramatically 
in the marketplace even though it is not even effective. 

Mrs. Capps. Let me see if Ms. Stoll — what do you think we 
should do now? How can this legislation of health reform address 
this particular egregious issue? 

Ms. Stoll. Well, there are a number of drugs that are expensive 
like this one in the New York Times article. I think part of the an- 
swer is, again, we need to get everyone into the system; we need 
to have a pooled program where we are sharing costs. Not everyone 
is going to need these expensive drugs. We need prescription drug 
coverage with annual and lifetime limits. And we need special and 
lower limits for low-income people to protect them so that their ac- 
cess to this drug and other drugs like it are not limited. 

And I think that is where you find, in this sort of back and forth 
between good and bad today, some common ground among all of us 
in wanting to see that everyone is in the system and has out-of- 
pocket protections so they can have access to drugs. 

Now, drugs should be evaluated to make sure they bring more 
value and new value to what is already on the marketplace. 

Mrs. Capps. Thank you very much. 

I yield back. 

Mr. Pallone. We have 7 minutes left. I would like to get Mr. 
Buyer in, if that is OK. I am assuming that the other Members will 
come back after the votes. We have four votes. 

Mr. Buyer. 

Mr. Buyer. I have two questions of two different witnesses, one 
of Professor Vernon. I want to you think about this. And then I 
have some questions of Ms. Cramer. 

In my opening statement, I made some comments regarding the 
impact of price controls in the European Union that has been part 
of your studies. And now that you have had a chance to examine 
H.R. 3962 and some of the price controls and the comparative effec- 
tiveness that is in that bill, I want you to talk a little bit further 
about the potential impact of those controls upon drug pricing and 
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whether it has a positive or negative impact upon public health. 
OK? 

Secondly, Ms. Cramer, I would like for you to respond — number 
one, I would like to know whether AARP, whether your organiza- 
tion has produced requests or received any estimates about how 
much additional revenue per annum will be created to your organi- 
zation by H.R. 3962. That is number one. 

Number two, I also would like to know whether your organiza- 
tion had any contact with this committee, any contact with this 
committee, or their staff relative to the sweetheart deal that you 
have in Section 102 of H.R. 3962. Most insurance plans are re- 
quired to have a medical loss ratio of 85 percent. However, this bill 
that passed the House allows Medicare supplemental insurance 
plans, such as AARP’s Medicare supplemental insurance plan, to 
have a medical loss ratio of 65 percent. I would like to know wheth- 
er or not your organization had any contact in the advocacy of that. 
And I will give you a chance to respond. 

Professor. 

Mr. Vernon. Thank you. Congressman. 

I would begin by saying, you had referenced my study with Pro- 
fessor Golec at the University of Connecticut regarding the exodus 
of R&D investment from Europe to the U.S. That is certainly true. 
I mean, we have seen regulations of pharmaceutical prices in the 
EU become more stringent, the U.S. now being largely the only 
price-unregulated market for pharmaceuticals in the world. And, 
certainly, you know, the prize in terms of both basic research, 
which could be done globally, but specifically later-stage research, 
large clinical trials, and, you know, marketing networks, as well as 
a familiarity with how to get through the FDA process has resulted 
in a lot of R&D leaving Europe and coming to the U.S. And, as a 
result, we have seen a dramatic change in the levels of R&D com- 
paring the two markets. 

And then, also, generally speaking, regarding the legislation, any 
attempt, implicit or explicit, to control drug prices — there have 
been bills on reimportation, technology assessment, and perhaps 
negotiated drug prices — does represent a very serious threat to the 
incentives to undertake R&D. And, to be frank, it is remarkable, 
research by economists at Yale and the University of Chicago have 
shown that the benefits of pharmaceutical innovation and medical 
innovation have been astounding and far exceed the levels of in- 
vestment and the cost of that investment, suggesting we should be 
doing more medical research, more pharmaceutical research, be- 
cause the benefits exceed the costs. 

Now, that being said, I am not denying the fact that cost-contain- 
ment measures would benefit consumers of existing medicines that 
are on the market. It would make them more affordable, improve 
access and utilization, and improve health. But I think we have to 
consider that cost and that benefit, and specifically that benefit of 
lower-cost medicines today, with what it would mean for the rate 
of innovation in the future. And I think the latter is an order of 
magnitude greater than the former, based upon the empirical re- 
search out there. 

Mr. Buyer. All right. Thank you. 

Ms. Cramer. 
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Ms. Cramer. The answer to both of your questions is no. We 
have not, to my knowledge, had any estimate of revenues that 
AARP would lose or gain under House bill 3962. And I have 
checked with staff; to my knowledge, there has been no contact 
with the committee looking at the medical loss ratio we advocate 
on behalf of members. 

Mr. Buyer. The Congressional Budget Office has said that H.R. 
3962 will result in fewer people enrolled in Medicare Advantage — 
“fewer” really is 3 million — and more people enrolled in Medicare 
Part D. 

Isn’t it true that the vast majority, probably up to 80, 90 percent, 
of people enrolled in Medicare Part D by a supplemental insurance 
policy, such as the AARP Medicare supplemental insurance plan of- 
fered by United Health Care? 

Ms. Cramer. Are you asking me? 

Mr. Buyer. Wow. Who else would I be asking? 

Ms. Cramer. Well, Congressman, I don’t work for United Health 
Care, so I don’t know that I can answer that question. 

Mr. Buyer. Well, I find it really hard to believe — well, first of all, 
there is going to be a tremendous shift to supplementals which you 
offer. And I cannot believe that you run an organization that you 
have never really calculated what the potential income flow to your 
organization will be. That is really, really surprising to me. 

I guess you are just trying to guard yourself in exchange for 
questions about why you endorse the overall packet, but I think it 
is now obvious. 

I yield back. 

Mr. Pallone. Thank you. 

Now, we are going to have four votes on the floor, maybe half an 
hour, a little more. I am assuming that some Members are going 
to come back. So, if you would wait, we would ask you to wait. And 
the subcommittee will stand in recess. 

[Recess.] 

Mr. Pallone. The subcommittee will reconvene, and I will ask 
the witnesses to come back to the table. I don’t think we will be 
much longer. Thank you for bearing with us. 

Next is the gentlewoman from the Virgin Islands, Ms. 
Christensen. 

Ms. Christensen. Thank you, Mr. Chairman. I didn’t have an 
opening statement, so let me thank you for holding this hearing. 

As a physician, I am, of course, well aware of the key importance 
that pharmaceutical companies have made to the advances which 
have made and will continue to make in our health and health 
care. Overall, Americans, including the patients I have served over 
my lifetime, are living longer with better quality lives because of 
the products that the companies have created. 

Unfortunately, that is not true for all. Although Medicare Part 
D has made a substantial improvement, people of color, the elderly, 
disabled and the poor continue to not be able to afford medications 
that they need to keep them healthy, despite some of the free and 
discount programs. 

I know that medication costs are not the only cause of increasing 
health care spending. I am also not against profits. And most defi- 
nitely I support the research and development which has resulted 
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in better lives for all of us. But I do not discount the AARP report 
either, as it tells a true story of people across this country who can- 
not afford to take all their medications every day as prescribed. So 
I don’t think we should make light of that report at all. 

I will start with Ms. Cramer on my first question. AARP pays a 
critical role in advocating for its membership for seniors and really 
for everyone one in health care, retirement security, and things 
that all of us care about. I would assume the membership dues 
alone don’t support these activities. 

Is it safe to say that the royalties we have heard so much about 
this morning are used to make important services available to your 
members and to fund advocacy efforts on issues that even some of 
those companies that are paying with those royalties may not agree 
with AARP on? 

Ms. Cramer. Yes, that is safe to say. We often have disagree- 
ments with the providers, but the royalties do support AARP — our 
education, our advocacy, our member engagement — not only in 
Washington, D.C., but as you know, with the 53 State offices in the 
Territories and the States. 

Ms. Christensen. And we thank you for the support that AARP 
has given to the Virgin Islands. 

Mr. Smith and Professor Vernon, this is on pricing, so I can un- 
derstand this better. At the point at which generics come on the 
market, has the brand-name producer generally recouped their cost 
to research and develop those products, and if so, why then do the 
costs continue to go up after that point, especially in excess of what 
the inflation is? 

I ask that because when we see the new technologies come on 
the market, they are usually really expensive. And after a few 
years their prices go down. But it is the opposite for pharma- 
ceuticals. Can you explain that for me? 

Mr. Vernon. Madam Congresswoman, first, I would say that re- 
cent research undertaken by myself suggests that only two out of 
every ten pharmaceutical products that reach the market generate 
after-tax present value returns in excess of average R&D costs. I 
would also say we have very intense generic competition at patent 
expiration for very large, successful products. 

The price of generics is driven very rapidly down to the marginal 
manufacturing cost of pharmaceuticals. We have the most competi- 
tive, lowest price, highest utilization rate of generics in the world, 
very successful as a result largely of the Waxman-Hatch Act. 

I would also say that there is some uncertainty whether pharma- 
ceutical prices have indeed been rising as fast as has been pur- 
ported in this hearing. 

And also I would add one more point, and that is that the sug- 
gestion that firms are raising prices in anticipation of health care 
reform is not at all clear. Certainly, the most comparable recent 
legislation to the current legislation was the Clinton Health Secu- 
rity Act, where we saw firms pledging publicly — that got them in 
trouble with the FTC — to restrain drug prices. 

There are other factors like compressed product lifecycle cash 
flows as a result of patent challenges, intensified generic competi- 
tion, that could be driving what we are observing in the pricing of 
pharmaceuticals, as well as the mix of biologies and pharma- 
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ceuticals, a shift towards more-costly-to-develop biologies, which 
have higher prices, versus fewer pharmaceuticals. 

Ms. Christensen. Well, it may be 12 years, we hope, but 
wouldn’t you expect to get back what you have put into R&D and 
begin to make a profit in that period of time? That is what we are 
assuming. 

I just wonder why the prices keep going up when a product has 
been on the market for years; technology has the same kind of com- 
petition, but their prices go down. 

Mr. Vernon. Well, I think there are a lot of dynamic factors, and 
certainly the market is very different now. As I said, we have much 
more intensive generic competition; we have a higher rate of patent 
challenges; we have lower productivity with respect to pharma- 
ceuticals; and we are seeing more biologies on market, which have 
a higher financial cost of capital and higher manufacturing costs. 
So we are seeing that mix shift between pharmaceuticals and bio- 
logies. 

Ms. Christensen. Let me try to get another question in to Ms. 
Stoll and Dr. Schondelmeyer. 

I will acknowledge that our health status in this country would 
not be where it is were it not for the investment in research and 
development that the pharmaceutical countries make, although it 
would be a lot higher and better if all of us were able to participate 
in access to those drugs. 

Do you believe there has to be a tradeoff between research and 
development and lowering the cost to consumers? Research and de- 
velopment always is what comes up when you talk about lower 
costs. 

Mr. Schondelmeyer. I believe there is a tradeoff we are making 
already, but we are not doing it very consciously. We are doing it 
more implicitly rather than explicitly. 

In America we may generate much of the R&D for the world that 
finds new medicines, but we probably have a higher percentage of 
our population as a developed country who don’t have access to 
medications than any other developed country, and so that is why 
our health status overall is down around 20th instead of at the top 
of the list. 

So we are making that tradeoff already and some people are pay- 
ing the price. Others derive the benefit of the wonderful medicines 
that are discovered. 

Mr. Pallone. We are going to have to stop, only because I can’t 
allow the others. 

All right. 

Ms. Christensen. Thank you. 

Mr. Pallone. Thank you. 

The gentleman from Maryland, Mr. Sarbanes. 

Mr. Sarbanes. Thank you, Mr. Chairman, and I appreciate you 
all coming back or staying while we came back. 

Dr. Schondelmeyer, is the cost of R&D something that is ac- 
counted for before the profit numbers or something that happens 
with the profits? 

Mr. Schondelmeyer. As I understand the way drug companies 
keep their books and the profits they report to Wall Street, R&D 
has already been costed out at that point. 
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Mr. Sarbanes. Right. So we are looking at profits of $51 million 
in 2008 and a 19 percent return on revenue, and since 2005, $180 
billion in profits. This is after the R&D. So that makes this kind 
of R&D justification for where the pricing is less compelling to me, 
if I am understanding sort of how the books are kept on that. 

I have to say, Mr. Smith, I know you can’t comment on the mo- 
tives, but I have no doubt that the pharmaceutical companies are 
running up the price in anticipation of health reform, based on past 
experience with them doing that. We see it also happening with the 
health insurance industry. There is evidence that the premiums for 
next year’s renewals have been sky high with the recent notices 
that have gone out. 

The disappointing thing with the — I guess it cuts both ways. I 
am disappointed maybe that the health insurance industry didn’t 
make a deal the way PhRMA did, but I am disappointed that 
PhRMA, having made a deal, appears to be price gouging in antici- 
pation of what is coming so they can establish a new b^aseline. 

My question was, “the deal,” as it is referred to, I guess, was 
about $80 billion. Is that represented by the 50 percent discount 
that is expected to be offered to people in the doughnut hole, or 
does that account for some other things as well? 

Mr. Smith. Congressman, as I mentioned earlier, I didn’t come 
prepared today to testify about “the deal,” but at a broad level the 
industry’s contribution towards the cost of health reform would in- 
clude the 50 percent discounts in the coverage gap. 

As you know, both bills — both House and what we see in the 
Senate — include very substantial increases in the Medicaid rebate, 
very substantial extensions of the Medicaid rebate across to much 
broader a population than it applies to today, beyond the currently 
uninsured population that would become eligible for Medicaid. 

As you know, the Senate bill includes some other fees, and as 
you know, both bills include provisions to create a pathway for fol- 
low-on biologies. It also comes with a pretty sizable government 
score. 

Mr. Sarbanes. I would hope the contribution that PhRMA is 
willing to make would increase in relationship with the change in 
the baseline on the drug pricing that is appearing to occur right 
now. In other words, if at the time the deal was made, the pricing 
was here, and that meant that a 50 percent contribution to the cost 
in the doughnut hole at that pricing represented this amount of 
money, then if the pricing is going up substantially, then the 
amount needed to cover a 50 percent discount would also go up; 
and beyond that, the amount needed to get you back to the antici- 
pated discount for the consumer would even be more. 

So I just hope that PhRMA is ready to stick with the deal it 
made in terms of the effect or the benefit it would have on the con- 
sumer in relationship to the increase in the baseline that seems to 
be occurring as a result of, again, what I view as a kind of price 
gouging scheme in these last few weeks and months. 

With that, I will yield back. 

Mr. Pallone. Thank you. 

Let me thank all of you for coming today. This is not an easy 
issue. The way it works is, members can still submit written ques- 
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tions through the clerk. I think the clerk is supposed to get back 
to you within 10 days or so. 

So we still may get additional written questions. I know that a 
number of you said you were going to respond in writing to some 
of the questions that were asked by the members as well. But, in 
any event, we do appreciate you coming. 

Dr. Burgess. Mr. Chairman, can I ask unanimous consent — we 
are up against the clock here at the end of the year, and to the ex- 
tent possible, could we have these written responses within 5 days 
so we would have an opportunity to evaluate those before we get 
into this ping-pong match with the Senate with whatever they are 
going to do at the end of the year? 

Mr. Pallone. The way the rules are, we usually have 10 days 
for Members to submit the questions and then we send them to the 
witnesses. I don’t think 5 days is enough time. 

I would ask that you get back to us fairly quickly, but I don’t 
want to put a date on it because I think it depends on how complex 
they are. But please get back to us as quickly as you can, once you 
get the questions. 

Dr. Burgess. Mr. Chairman, further inquiry: I think you would 
acknowledge it is unlikely this health care bill is going to go to a 
conference. 

Mr. Pallone. If it is passed by the Senate by the holiday, we 
will probably go to conference in January. It all depends on when 
the Senate passes it. But the intention is to go to conference. I 
don’t know how we could avoid that, given there are probably going 
to be major differences. 

Dr. Burgess. The way we would avoid it is, your Speaker would 
say we simply have to accept what the Senate does, and we acqui- 
esce to the Senate bill by the end of the year. 

Mr. Pallone. You know. Dr. Burgess, I can’t predict that. Every- 
one is saying there will be a conference. I think it is likely that 
there will be. 

Dr. Burgess. Well, I am depending upon you as my sub- 
committee chairman to advocate that there be a conference and 
that it be a real conference. 

Mr. Pallone. You do not have to worry about my advocating for 
a conference. I will advocate for a conference, I assure you. 

Dr. Burgess. The same way you advocated for a subcommittee 
markup. 

I yield back. 

Mr. Pallone. I guess we are done. Without objection, this sub- 
committee is adjourned. 

[Whereupon, at 1:28 p.m., the subcommittee was adjourned.] 

[Material submitted for inclusion in the record follows:] 



129 


Statement of the 
Honorable John D. Dingell 
Subcommittee on Health 

Hearing on “Prescription Drug Price Inflation: Are Prices Rising Too Fast?” 

December 8, 2009 

Mr, Chairman. 

Thank you for convening today’s hearing, which will allow us to assess the 
impact rising health care costs, more specifically prescription drug costs, is having 
on American families, business, and the federal government. 

Total spending on prescription drugs in the United States nearly doubled 
between 2000 and 2007, rising from $120.6 billion to $227.5 billion. This increase 
in spending can he attributed to a number of factors — ^prescription drugs have 
become more expensive, rising 2.5 times the rate of annual inflation between 2000 
and 2007; and people are using more of these drugs. 

While we can debate the rate of prescription drug inflation, one thing has 
been made abundantly clear — ^more and more Americans are losing access to 
prescription drugs, putting their health in jeopardy and placing undue stress on the 
health system. In this country, where we have access to tire greatest medical 
innovations, children are going without needed medication to address their chronic 
conditions. Many Americans are being forced to decide whether to fill a 
prescription or put food on the table. 'Ibis problem of the high costs of medication 
is particularly difficult for our 45 million uninsured. Half of the uninsured have 
reported not fillhig needed prescriptions because they cost too much. 
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These situations are the unfortunate consequence of medical and 
prescription drug costs that far outpace inflation and wages. 

I anticipate we will hear much about the need to invest in costly 
pharmaceutical research & development (R&D) this morning. I believe in the need 
for, and the benefit of, pharmaceutical R&D. The innovative pursuits of 
pharmaceutical companies over tire past several decades have produced a wealth of 
valuable new drug therapies that have made it possible to treat major illnesses. 
However, no business should be allowed to drive up prices to the detriment of the 
American people. I believe innovation and access to therapies can co-exist. And 
for the benefit of tbe American people, they must exist. 

I am convinced American consumers appreciate R&D, and understand the 
need to invest in it. The government also understands this, as we invest heavily in 
critical research at NIH. Industry must also share some responsibility, by ensuring 
Americans consumers are charged reasonably and appropriately for their 
medications. 

I am the lead author of H.R. 3962, comprehensive health care reform 
legislation that passed the House last month. In drafting the legislation, we were 
keenly aware of the problems American face when it comes to access to 
prescription drugs. I am proud that this bill will prevent Americans from having to 
make those unconscionable decisions I mentioned earlier - the decisions to forgo 
needed prescriptions in order to make sure other necessities are met. Specifically, 
H.R. 3962 will: 
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• Provide quality, affordable health care coverage — including meaningful 
prescription drug coverage — to 36 million Americans currently without any 
insurance at all, and the millions of underinsured Americans. 

• ■ Immediately reduce the Medicare Part D gap in coverage — ^known as the “donut 
hole”--by $500; and eliminates the donut hole entirely by 2019. H.R. 3962 will 
also provide seniors with an immediate discount of 50% on brand name drugs in 
the donut hole. 

• Authorize the HHS Secretary to negotiate on behalf of seniors for lower drug 
prices in the Part D program. This would allow the Secretary to obtain larger 
discounts and rebates on drugs used by seniors - passing on the savings to Part 
D enrollees and to taxpayers. We know that negotiating on prescription drug 
prices works to lower costs, as our government already does it through the 
Veterans Administration. 

Today’s hearing provides more evidence for the need for swift enactment 
of health care reform legislation. Americans should not be forced to wait any 
longer for the necessary relief comprehensive reform will provide. 

I look forward to the testimony of our wimesses on this very timely topic. 


Thank you, Mr. Chairman. 
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U.S. Representative Kathy Castor 
Committee on Energy and Commerce - Subcommittee on Health 
Hearing on Prescription Drug Price Inflation: Are Prices Rising too Fast? 

December 8, 2009 

• Thank you Mr. Chairman for convening today’s hearing on 
the critical issue of rising drug costs. 

• What families and seniors are telling me is that high 
prescription drug costs are outrageous. They are angry that 
the pharmaceutical industry appears to be gouging them and 
banking astronomical profits. 

• Seniors who are on a fixed income with only a small amount 
of money left after paying basic living expenses often are 
unable to manage copays or are concerned that their Part D 
premiums will rise to an unaffordable amount. Fortunately, 
we on course to enact important reforms in health care effort 
that will ensure that prescription drugs are affordable for 
seniors. 

• I am encouraged by the provisions in the House passed 
Affordable Health Care for America Act that will address 
prescription drug costs for Americans. I am especially 
pleased that we included an amendment that I worked on 
with several members of this Subcommittee to authorize the 
Secretary of HHS to negotiate on behalf of seniors for lower 
drug prices under Medicare Part D. 

• This is not a problem limited to seniors on Medicare 
however. One constituent recently shared her story with me: 
She is 62 years old, and does not yet qualify for Medicare so 
she pays for an individual policy which has a $900 per month 
premium. After that, prescriptions are luxury items. 
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• While families have watched and struggled with the large 
increases in the cost of prescriptions over the past few years, 
the pharmaceutical industry has earned over $180 billion in 
profits alone. 

• Whaf s wrong with this picture? PhRMA has offered $80 
billion to help to pay for our health reform package - I think 
they can do more. 

• According to the report that we will review today, brand 
name drug prices have increased by 9.3% - completely 
counter to the indexes of the broader economy. 


• I look forward to hearing the testimony of our witnesses 
today for an explanation of what has caused this 
unconscionable spike in brand name drug prices. It appears 
that these increases are in anticipation of the new fairer drug 
prices for Americans expected after the completion of health 
care reform. 


• Mr. Chairman, I hope that today we can get to the bottom of 
this unconscionable spike in costs, and seek a solution so that 
our neighbors do not continue to suffer from astronomical 
prices that limit access to quality treatment. 



Congress of the United States 

House of Representatives 
®aS|)inston, ©C 20515-6549 


Subcommittee on Health Hearing: Prescription Drug 
Price Inflation: Are Prices Rising Too Fast? 

Tuesday, December 8, 2009, 9;30 a.m. - 10:30 a.m. 

2123 Rayburn House Office Building 

As we look at how upcoming regulatory legislation has 
caused credit cards, banks and others to get that extra 
pound of flesh from the consumer before the axe falls - thank 
you Chairman Pallone and Ranking Member Deal for holding 
this hearing. 

As a physician I am well aware of the key importance of the 
pharmaceutical companies to the advances we have made 
and will continue to make in our health. Overall Americans 
are living longer better quality of lives because of the 
products these companies have created. 


1 
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Unfortunately that is not true for all - not in people of color. 
Although Medicare Part D has made a substantial 
improvement- we, the elderly, disabled, and the poor 
continue to not be able to afford the medications we need to 
keep us healthy. 

I know that medication costs are not the only cause of 
increasing healthcare spending. I am also not against profits 
and most definitely support the research and development 
which has resulted in better lives for all of us. But I do not 
discount the AARP report either as it tells the true story of 
people across this country who cannot afford to take all of 
their medications, every day as prescribed. 

Although I am in full support of the need for research and 
development we are in a health care crisis and there has to 
be a realignment between profits and costs to consumers. 
Lack of access to medication denies the right to health care 
to too many people in this country today! 


2 
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The new biologies are important developments that are 
saving lives and I appreciate that hundreds of millions of 
dollars have to be spent o develop drugs like Avastin which 
treats breast, lung, and colon cancer-many would not be 
alive without it 

But if we truly want to reduce health care spending the focus 
has to be on investing much, much more in prevention. The 
incidence of all 3 cancers can be greatly reduced and then 
less individuals would have to spend the $100,000 per year 
to treat these disease in advanced stages. 

I would like to thank the witnesses and look forward to their 
testimonies. 
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Statement of the Honorable Joe Barton 
Ranking Member, Committee on Energy & Commerce 

Subcommittee on Health Hearing 

“Prescription Drug Price Inflation: Are Prices Rising Too Fast?” 

December 8, 2009 

Thank you, Mr. Chairman. 

I’m wondering if we have our priorities out of order today. 
From what I understand. Chairman Waxman sent a letter to the 
Government Accountability Office (GAO) on November 17, 2009, 
asking it to investigate the allegations that are the subject of this 
hearing. So I’d like to ask why we’re having this hearing now 
instead of waiting for GAO to respond? 

Now, as to the substance of the hearing, I want to welcome 
Professor Vernon from North Carolina. I look forward to hearing 
what he has to say about price controls and their impact on 
innovation and development of new therapies. I also look forward 
to hearing from Professor Schondelmeyer of the University of 
Minnesota, Bonnie Cramer from Families USA, Kathleen Stoll 


from Families USA and Rick Smith from PhRMA. 
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Drug pricing is an issue that has an impact on everyone. I 
think with Medicare Part D, we helped seniors get better access to 
prescription drugs and kept down drug costs without disrupting the 
flow of investment into critical research and development. 

Research and development is the driving force behind 
innovative health-enhancing and life-saving drugs. Unfortunately, 
the price controls written by the Majority into H.R. 3962 will slow 
the pace of developing new drugs. 

One only has to look at Europe to see the havoc of 
government price controls. Europe once led the United States in 
spending on R&D. Now America leads because the Europeans 
have tripped themselves up with the good politics and bad 
economics of government price controls. Because investment 
dried up and research jobs vanished, fewer drugs have been 
developed and approved in Europe. We can follow them over the 
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cliff if we institute the government price controls as the Majority 
wants us to do in H.R. 3962. I think we can do much better, 
however. Instead of repeating the mistakes of others, we should be 
asking how we can ensure other counh'ies pay their fair share of 
research and development costs. 

Also at stake is the question of who gets the drugs that are 
available. H.R. 3962 creates a new bureaucracy to conduct 
comparative effectiveness research. We’ve discussed this problem 
before, but nonetheless, here’s another bill under which the 
government could use comparative effectiveness research to tell a 
patient that he cannot have the drug that might save his life. In the 
most extreme possibility, some people may be too old to warrant 
the expense. Please don’t say that no civilized society will ever 
use cold-hearted accounting rooted in comparative effectiveness 
research to deny treatment, because it has already happened 
repeatedly in England. 
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Congressman Rogers offered an amendment during our 
Committee markup that would prevent the federal government 
from denying access to life-saving drugs, therapies, and treatments 
based on government comparative effectiveness research. 
Unfortunately, after accepting Mr. Rogers’ amendment during our 
Committee markup, the Majority decided to gut the amendment in 
H.R. 3962, the health reform bill that passed the House floor. If 
H.R. 3962 gets enacted into law, which I hope it doesn’t, 
Americans could be denied access to life-saving drugs because of 
cost. This is wrong, and I hope we can work in a bipartisan 
manner to prevent this happening. 


Thank you Mr. Chairman. I yield back. 
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Governance, Hanagemeni^and bisciosurs (Seti^foos Ar B, aad Cretiuest information 
atout poltdes not reauireti tv the Znternaf Revenue Code.} 


Section A, Governino Body and Management 
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AARP 

sot EStreotNW 
Washington, DC 20049 
(202)434-3220 


Form 990(2008) 
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Form S90 ^2006) Pagtt 7 

ComognsatloVof Wieisra DtrectorgiTruBtggSv Xay Ennntoyaas. Htehest Compensated 
Employees; an<} Independent Contractors 


Section A orneerS; Directors, Trustees, Key Bmptoyees, and Hlptiest Compensated Employees 

ta C emptete this t«bU foril! pertona raquirad to b« iut«Q Ui« Schsdtda I*X Sadditionail spae« i» itisded 

* List ail oithe oroanettion'i eorrenl diraatort, {vSwnwrHrifViiluok or oreamzottoiH) end Kay «mpiov«e$ rApprdiasa 

of amount af compansation, and curnsnlkay amployeai intar >0* incotunma {D}<{S), sod (f) If no compensation wat paid 

* List tha organisation's hvo carrent highast eompensatad amptoyaos («ih«rtliBn andfTieer,<liract«r, tniatea or kay amptoyee) 
who reeatved reponabie eompantation (Bo* S of Form W-2 and/or Osa T of Form 1090»M1SC) of more than #100,000 from lha 
organtsation and any rolalad organisatiiint 

“ Lift alt oftha organlMtlony formarofRcers, kay amployeat, ortvghasicompaniatad ampipystt who rsceivad moro than £100,000 
ofrapoitabU compansafon from tha organization and any ralatad orgeninhons 

* List aH oftha organacrfian's femmrdIretAerB or trustees that ntdaruad, in tha capacity aa a formar diraetor Or trustee oftha 
organisation, more than £10,000 of raportahl* compantetion from the orgamzation and any raiated organizations 

List persons in the following order tndivtdual trustees or directors, institutional trustees, officers, kay emplDyces, highest 
compensated err^foyoas, and fbrmersuch penoni 


Chacii this box if tha eroanisation did not comoent 

ete anv officer, director, trusta 

or kev tmoievee 

(A) 

Name and Title 


(C) 

Poatbon (check ail 
that eppfy) 

<o> 

tteporuhte 

compensation 
frofn the 

organisation <W' 

Z/1099M1SC) 

(«) 

Reportable 
compensation 
from related 
organiZRUons 
(W- i/ioen- 
MJSC) 

(F) 

Estimated 
amourl of oiher 
compensation 
from the 
organization and 
related 
organizatioiu 

(B) 

Average 

hours 

per 

weak 

u 

il 

3 

a> 

t 

I 

tt 

t 

s 

1 

ft 

*1 

1 

tt. 

J1 

i 



X 






20.,’l'S* 

c 

0 



X 






AAM) 0 

p 


■■n 

X 


■1 




i.ooal 0 

» 


iHMT" 

X 


■I 



Dll 


HHHHHHQ 


HHBLu 

X 





Bli 

■■■■■raHmHaKi 

0 


■■■n 

X 






77.43H 0 

0 


■^Hl 

X 





Hi: 

mUinCMHHHH) 

0 



X 





Hi' 

HHHDBtDBI^^HHHE! 

0 



X 




HD' 

■ 

HDDH^^SHDDHHHB 

» 



X 




BBi 

■ 

HBHHDSDHHHHHB!]: 

8 


mam 

X 






5.070 0 

fi 



X 






5.326 C 

0 


■MB 







0 0 

0 









0 S 

0 









S.08i 0 

0 







HD 

Hi 

DBHHH^HHHHHHKi 

0 


BE 


H 

M 




9.P»t t 

8 


BHD 


s 

m 





DHHBHI^EI 


HBD 





1 


l.77l| , 0 

p 


BHD 







19,967i 0 

p 


hbb 







hbbdbde 

C 

8 









HDHHHBtD 

d 

0 


SEa 

K 






5.109 

c 

0 


HHD 







13,130 

c 

0 


HHD 

X 




‘ 


O.OSC 

0 

0 


bbb 

X 






l,2Jt 

0 

0 


HHD 

X 






5,S25 

0 

0 

nil-. Ill 1 

HHD 

K 






7,299 

0 

0 


HHCD 

HHD 


lO 




HHBHDSSSi 

hhhhhhe 

iDHHHEQI^ 


[HHD 

HDi 


ID 





a 

36.328 

SSluISBEZiSSHHHHHHHBHHi 

IDHEI 

.jlHB 



a 

'HH 


■HHHDZ^E 

0 

4*.»M 


[HHD 

HHI 



D 

'HD 


41S.09B 0 

37.S69 


[HHE3 

bid 



a 

IHH 


38S.$9B 0 

36,061 

SOiZSSHHHHHBBHBHHHBi 

[HHD 

BHI 



a 

IHB 


3«9.2&> < 

<7.955 

SSQIiSEMMMBHHHHHHBBMHIi 

iHBKS 

Hum 



a 

BB 


366,!»2 1 

43.028 


IHSKB 

HHI 



o 

IDH 


339.152 0 

35.297 

ISSBiSSSBMHHHBHHHIHHIi 

IHHED 

hhi 



n 

IBH 


321.747 0 

39.5«5 


iHHD) 

HHI 



» 



315,2.03 0 

47.929 


ihhd 

HHI 



EM 

IHH 


302.543 0 

4e;735 


IBHED 

HHI 



o 

IHi 


m»3« 1 

33,506 


\^mai 

HHI 



a 

IBH 


275, w; 

0 

4M7? 



DHi 




X 


.307.922 

1 

42.914 


ss 

hhi 




« 

IBI 

132.087 

16S.77S 

as.oo3 


IDHBS 

HHI 




leai 

I HI 

29S.S7I 

IHDHHBDE 

iBHDDKdl^B 


IHHD 

— 

[Hi 

lie 

■1 

m 


2B4.7«I 

1 

43.392 


IBHESI 

mm 

IBI 





279.68S 

9 








mull 

lljHI 

































































IHB 

I HI 

IHHHHHHIil 

IDHHBHDHI 

IHHHDHHH 







































































































..... 
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■m 990 <2008) Pages 

fimr Continued 


(A) 

Name and Title 

(B) 

A verage 
hours 
per 
week 

(C) 

Position (ehack att 
that apply) 

(D) 

Reportable 
eempeneation 
from the 
organization (W* 
2/1099MISC} 

<E) 

Reportable 
compciisation 
from related 
organizations 
{W- 2^1099- 
MISC) 

(FJ 

Estimeted 
amount of other 
ccmpensBtion 
from the 

organization and 
related 
organizations 

SI 

Ij 

73 

a 

o 

1. 

s 

s 

i 

1 

ff 

i 





























IHHI 



HHBHHHBHHi 

bjmbbhhbbbbi 







m 


iHHHHflIIIHBBHi 

BHHHHBHHHI 

















M 



B 








B 



B 




















1 

iniiiiii 

■n 

BHBMMHMHBI 




HIHMB 

HMH 








'HHHHMHHHI 

WSSSSBSSSSSSSSSSSSSSBSSSa 


HBI 

IlHI 








E5^^S55S[|||S5^^^^BSSj|[[S5 

||||[|||■||H|[|| 

i^HH 

mHi 

Hllf 































































..I , i, t L.. li, 

b Total . ] ^ ^ ! ! ! ! ! ^ ] ! ! ! ! ^ 5.623,777] 165,775] 024,5$^ 


Total pumber of individuals (including Chase m le> who rccaivad more than $100,000 in repo rte bis 
compensation from the organizationW^lS 




Yes 

fto 

Did the organization list any former officer, director or trustee, key employee, or highest compensated employee 
on Jins I#’ If ‘yes,'eomp/«fa Scfrodw/eifor cuch incfividusf 

Foreny indiwiduel listed online la, is the sum of rapertabSe compensation and other compensetton from the 

organwation end raleted organualions greater than $150,000’ lf'Yes,'a)mpM$Sctt9duhJforsueh 

mdivtdu9l f : 

Old any person listed on line 1 a receive or accrue compeneation from any unrelated organization for services 

3 


No 

4 

Yes 


5 


No 


Section B, Independent Contractors 


Complete this table for your five highest compensated independent contractors that received more than 
$100,000 of compensation from the orgenizetton 

W 

Name and busaiess addieu 

(B) 1 

Ooscnption of servicas 1 

(C) 

Compensation 

1 OONNeUfY 
.1 SOUTH WACKER 0R1VC 
tICAGO.H. 60606 


73,3M,«9l 

H)a« IMA CITY ux: 

!B WEST 6TH STREET . 

JSTIN.TX 78703 

ADl^RTTSJNG AND MARXITTING 

FIRM 

43.4a9,77S 

OORE WAUACE 
! HAStWOCffl OfiM Sli too 
■IMERST.NV 14228 

PRINTIHG SERVICES TOR 1 

PUBUCATIOHS 

19,062,863 

tCliC 

.51 PETERS ROAD STE 4000 

ANTATTON, FL 33324 

CUSTOMER CONTACT MGHT * 
MEMBER CAU. CEffT 

15,406.224 

AND CC»JSrRUCnON CORPORATMN 
!29 NC«TH ROYAL STREET 
fyANDRIA,W 22314 

DESIGN AND CONSTRUCTION 

12.596,034 

> Total number of independent contractors (including those in 1) who received more than $100,000 in compensation 
from the orcanization ► 

620 


Form 990(2000) 
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Form SSO 


Part 


uooe? 

i Staternant of Revenue 


, VIII 


Page 9 



■ 

(B3 

Relftted or 
Exempt 
Function 
Revenue 

to 

Unrgleled 
□ usiness 
Revenue 

(D) 

Revenue 
Excluded From 

Tax under IRC 
5I2.5t3,OTS14 


la 

FadaratAd campaign* . . iM 






11 

b 

MAnvbArabip duet . . , . < 

249,914.078 





5i 

t 

Pundretsing «4anu , . . . 






•S_ |B 


ReiaUd ofigaattations . . .Id 






« 

OovoiwieM gtaffie {comntK4i»n«) x* 

1S.7K 






t 

AO othnr amttttitarvs, gdti, grann, ord 
smtisranimu not mctidcd elwv« 

ir 

Noncash contributtoM ineiudedm 






II 

9 






h 

total (Add lltHWla-lO ■ . . 


280,971.827 













? 

2 a 

Kibhca)l»rt/Web edvcR 

541.800 

13%m7fll 


533,739,761 


s 



















d 

















i 

t 

Aii Dth»r pragrant fl*rmA ravvnut 


IVPA.SM 

14,234,559 



& 

9 

Totat. Add Hm Za-Zf . . . 

► i 14?.M4.3J0 








3 

IniiaitrhAnt income (rnelvding diwdends, interett 







other airrnUr amountt) . . 

’ ' ' w 

mmm 



81,0(17,276 


4 

Ineaine fnim invuStmenl at Uz-exompt bend amcemla , , 

' ► 

ITT 





S 

Rovatties . 






852.701,686 




( 1 ) Real 

■IIIIJUH.IM 







Gross R«nU 

2.d88.Ml 








u»« ivmal 
experan 

2 . 2 B 6 . 6 »g 








flenOM nooma 
ar (last 

102.131 







d 


BBBBN 

2CI2.U1 


UI.V1 

90,B» 




■tBSEBIH 

(ii) other 






7a 

Oroosnuuni 
tram alH of 
AHaisottar 
then avei4o<T 

1,910.089,3; 1 

^■1 






b 

lza> castor 
ether boM and 

l,gie>840.9S9 







c 

Gan et (tots) 

2A8,}&2 







a 

Net gain or (loss) 


'«2,1W 





8 e 

Gross incorM Tram (Ondraiairg 
evonts (not iiKiudtng 
i 


• 




1 

1 


of contnOmioftB reported on hits 
U) Ste Part IV, tine IS 
•cffooh Sohofu/o G tf totof ezeeods 
flS,000 B 






e 

b 

lesi direct expenees . . .b 






i 


Net incoma a 

(loss) from hindrtMing everTfe » ^ 






Ba 

Grots income from garrKftg 
attivilHts Sob port rv, Ime IS 
Canpittr Schetfufe G if fo(d 
axceeds $iS,500 


■1 





b 

Less direct expenses . . .b 







< 

Net income or (loss) from gaming activittes 






10 a 

Gross talas of inventory, loss 
returns and ailowancoe . 

a 







b 

Less cost of goods sold . . b 








Net iftcema o 

(loss) tfom sales of inventory . ^ 






' Hissailaneovs Hfv«<^ua 







lla 

Motuhi Dsmutuaheabo 


18.219,22 



^ 16,319.222 


b 

Misceitaneovs income 


3.094,298 



3,094,290 


e 

Captive Insurance Pr«m 


2,793,878 



2,793.875 


d 

All other rovenup 







« 

Add Kims lla-itd . . , 

1 22.207. 3S7 






X2 

Total Reutmue. Add linee !h, Zg, J 

Gc, 

9c. 10c, and lie . , . . . 

.4.5.6d.7d. 

► 

1.141^ ’rtZ, 473 

14,224,559 

133,850,962 

7SS.795.127 


Form 990(2008) 
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Section SOi(cK3) and 501(cK4) orisantzatlons must complete all columns. 
Ail other organizations must comolete column {A)hutai%nOt raauiiredtoosnipiete columns f€), and (O' 


> not Include amounts reported on lines 6b, 7b, 
Sb, 9b, and 10b of l^art Vin. 


SranU and dther assistance to govemmsnts and organiSsUons * 
in the U S See Part IV, line 21 

Grants and other assistance to individuals in the 
U S See Part IV, line 22 

Grants and other assistance to governments, 
organizations and mdividuais outside the U 5 See 
Part IV, lines 15 and 16 
BeneMs paid to or for members 

Compansetton of currant officers, directors, trustees, and 
key amployaes .... 

Compensation not inciuded sbova, to dfsquetiFied persons 
(as defined under section q 9S8(f]H)) and persons 
described in fection 4958(c)(3)(B) .... 

0 ther satanes and wages 

Pension plan contributions (melude section 401{k) and section 
403<b) empioyercontnbutions) .... 

Other employee benefits ....... 

I Payroll taxes ........... 

I Fees for services (n9n>employaes) 
a Henagement ...... 

b Legal ......... 

c Accounting ........... 

d Lobbying ........... 

e Professional fundraising See Part 7V, fine 17 . . 

f Investment management fees ...... 


Advertising and promotion 
Office expenses . . . 

Information teehnoiogy . 
Boysities . 

Occupancy .... 


payments of cravei or entertainment expensee for any Fodarai, 
state or local public officiela ...... 

Conflarenees, cenventions and meotipgs . ) . . 

Interest 

Payments to affiliates ....... 

Depreciation, depletion, and amortisation ..... 

Insurance .............. 

Other expenses->Itemize expenses not covered above (Expenses 
grouped together and labeled miscellaneous may not exceed 5% of 
total expenses shown on line 25 below ) 

I Printing ELPostage 


> Research, Surveys, &T8 


I VolunteerTravei BiActi 

All other expanses 


TotairiiiKdh>iraiexjpe>t8«s.Ad<t lines 1 through 24f 


Joint Casts. Cheek p' if following SOP 9B-2 Complete this 
line only iftha organization reported in column (B) joint 
costs from B combined educational campaign and 
fondratsmo solicitation 



46880531 1. 162. 177 { 


j 3,725,676 

Form 900 (200S) 
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Page 11 


•m 990 (2008) 

HWM Balance Sheet 


2 

3 

4 

5 

e 

7 

8 
9 

ICa 


11 

12 

13 

14 
X5 

15 

17 

18 

19 

20 



13 
34 
25 
_ 2S 

i 27 

j 28 

1 29 

i 

30 
1 31 
! 32 

: 

34 





(A) 

Beginning of year 


(B) 

End of year 

Cash“-notTinterast-be8rins 



1.681,^ 

1 

9S5.^S 

Savings and tamporary eaih (TivfiStrrianU 



68,631,B£e 


198.$12,354 

Piadgas and grants rocaivabfe, net 




B 


Accounts rocaiv&bla, net . . . . . » . . . 




B 

51.971.771 

Receivables from current and former officers, director*, trustees, key employ ees or 
other related parties Compete ftrt Scfiedu/e t 


5 


Receivables from other disquaiified persons {as deftned under section 495B{f)(l)) and 
persons described in section 4958 {cK3)(B) Campfete Part II of Schedufe L . . 


6 


Notes and loans receivable, net . , 

. 



B 


Invantones forsale or use ......... 



HHHHH 

B 

■■■BB 

Prepaid expenses and deferred charges ...... 


.... 


9 

20,156,714 

Land, buildings, and eQuiprrent cost basts 

10a 

448,642.336 




Less accumulated deprociation Complete ^rt i/I c( 

Schedule D 

10b 

182, 667, «e 

278.099.674 

U)C 

286,274,990 

Investments— publicly traded secunttes ...... 



537.796,371 

11 

flHESESi@l 

invastmants-other securities Sea PSrllV, line 11 Complete Pan VII cf 

Schedule 0 , . . 


H 

3.000.000 

Investments— program-related See Part tV, ime 11 Cempteto Pm VllI 
ofScfiedu/eO . 




Intangible assets ....... 






Other assets See Pert IV, line 1 1 Complete Part IX of Schedule 



iimm 

|g 

0 

Total assets. Add fines 1 through IS (must equoi line 34) 



HHE3IE33Q 

m 


Accounts payable and accrued expenses 



■■i&Esa 

m 


Grants payable 




B 


Deferred revenue , . 



215.606,911 

m 


Tax-exempt bond iiebilities 




m 


Escrow account liability Complete Port IV of Schedule D . . 




m 


Payable to current and former ofhc an, diroctore, trustees, key 
emplovees, highastcompenaated arnployees, tnd disqualified 






parsene Complete Part II of Schedule L . 




22 


Steurad mortgages end notes poysbie to unrelated third parties . 



m 


Unsecured rotes and loans payable .... 



205,052.812 

B 

^■E8E3E3 

0 thar liabilities Complete Part X of Soheduh D 




B 


Tcrt«l ibibIRtleo. Add ///)«s 17 fhroopfi 25 ..... 




B 

863,328.347 

Orgsnixationa thet follow SPAS 117, cbwk here >■ p* end camitete lines 27 
through 29, and lines 33 end 34. 


1 


Unrastnctfld nat assets 



236.069,793 

H 

■■Q3^I2H 

Temporarily restneted net assets 




B 


Permanently restricted netaesets ..... 




B 

■■■mu 

Orgsnizatioru that do not follovr SPAS 117, chock here ► p snd complete 
lines 30 1 hrough 34. 

Bi 

■ 


Capital stock ortrust principal, or current funds .... 




B 


Petd-in Of capital surplus, or land, building or equipment fund 




B 

■■mimi 

Retained earnings, o-ndowmert, accumulated income, or other fundt 


■■■Hi 

B 

■■■■1 

Total net assets or fOnd balances ..... 




B 

10.729.657 

Total habijitios and not assets/fund balances , . , . , 



1,034,135.617 

JL 

m ^7.004 


s&c Financial Statements and Reperting 




Y«S 

No 

Accounting method used to prepare the Form 990 Peasb Feccrgal F ether 

a Were the organization's financial statements compiled or reviewed by an independent accountant’ . . 

b Were the organization's financiBl statements audited by an mdependent accountant? ........ 

e If ’■Yes" to hoes 2 b or 2 b, does the organiiatlon have a committee thot ssaumes fesponstbility for oversight of the 
audit, review, or compilation of its financial statement* and selection of an mdapandent accountant? . . . 

a Asa result of a federal award, was the organization required to undergo an audit or audits as set forth in the 

Single Audit Act and 0MB Circular A"l33? 

b If "Yes,'’ did the organization undergo the required oudit oreudits? 

2a 


No 

2b 

Yes 


2c 

Yes 


: 3a 


No 

3b 




Farm 990 (2003) 
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IHEDULE C 
orm 990 or 
0-EZ) 

sartment of the 
asury 

erne! Revenue 
vice 

Political Campaign and Lobbying Activities 

For Organizations Exampt From Income Tax Under section 501 (c) and sectton 527 

To tM completed by organizetioin described below. AtttKih to Form or ForraSdO-EZ 

OMBNo 1545-0047 

2008 


i 


he organkstton answered “Yea," to Form 990. Part IV. Line 3,Of Fbnrt 990-EZ, Part VI. line 46 {Poilllcal Campaign Activities) 
ectasn 501{cK3) orgeneatons corrptete Parts PA and B Do not conplete ftrt LC 

ecton 501{c) (other than sectton 501(c)(3)) organeahons oofrplate Fterte LA arri C below Do not complete Part l-B 
eclion 527 organizahons cortpteW Pattl-A only 

ha organkatlon answered '‘Yes." to Form 990, Part IV, Lino 4, or Form 09OEZ. Part VI, line 47 (Lobbying Activities) 
action 601(c)(3) crganzaftons that have hied Form 5766 (elooton under section 501(h)) complete Part &-A Do not oonrplate ftrt l-B 
ectwn 501Cc)(3) orgsnizatrons that have NOTfdad Form57eB (etecton under sectton 501(h)) Complete Part ILB Do not complete f^rt l-A 
he organkatlon answered "Yes," to Form 990, Part IV. Line 5 (Proxy Tax) 
eettQn501<c}(4). (5), of(e)orgamg8t<ons complete Part g ■ 


Bme of the organization 

«P 

J Employer identificBtion number 


i95'1965500 


MW 

To be completed by all organizations exempt under section 501(c} end section 527 
organizations. (See ttte instructions for Schedule C for details.) 


Provide a descnption of the organizetion's direct and indirect political campaign sctivitiea in Part IV 

Political expenditures j 1,776,375 

Volunteer hours 0 


BBT To be completed by all Qroanizations exempt under section 501(c)(3), (See Che {nstTucbons 
for Schedule C for details.) 

Enter the amount of any excise lax incurred by the organization upder section 4 PS 5 $ 

Enter the amount of any exciee tax incurred by orgenization managere under section 4955 $ 

If the organization incurred in a section 4955 lax, did It file Form4720 forthis year’ • P Yes P No 

I Wes a correction made’ I” Y«s |“ No 

■ If "Yes,* describe in Part IV 

To be completed by ail organlzaMon^exempt under section 501(c), except section 50t(c)(3). 
(Sea the instrucoons for Schedule C for details.) 

Enter the amount directly expended by the filing organization for section 527 exempt function activities S ■ 

Enter the amount of the filing oryanization’s internal funds contributed to otharoroBnizstions for section 

S27 exempt funlion activities j 

Total of direct and mdinict exempt function expenditures Add iinee 1 and 2 and enter hors and en Form 

1120'POLJine I7b 

Did -the filing organization file Fwm 1120-POL for thia year’ PVea pNo 

State the tiamas, addresses and Employer Identification Number (BIN) of all eection 52 7 political organize tiona to which payments 
were made Enter the amount paid end indicate if the amount was paid from the Ming organization's own internal funds or were 
political eontributiotts received and promptly and directfy delivered to a separsto political orgenization, such as a separate 
segregated fund era peliticsl action committee (PAC) If additional space le needed, orovide information tn Part IV 


(a) Name 

_ 

(«) EIN 

(d) Atnount paid from 
Ming organization's 
internal fund* Ifnone, 
enter -O' 

(e) Amount of political 
contributions received 
and promptly and 
directly delivered to a 
saparste politica! 
organization Ifnone, 
entar-O- 




























! 




r Paperwork Seduction Act Notice, see itwhwtnictions for Form 990. Cal No 50084S Schedule C {Form 990 or 990-BZ) 200S 
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.Bduu C (Form 990 orB90-EZ) 2008 Paoe 3 

To be completed by organizations exempt under section S>OS.{c)(3) that have NCrr filed Form 
S768 feiection under section 501fh)l. fSee the mstrucbons for Schedule C for details.) 




Ct>> 


DunriQ the year, did thei^fme organization attempt to influence fareign, naticnaU state or iocs) 
iagislationj including any attempt to inRuence public optnion on a legistative matter or 
referendum, through the use of 


Voluntoors^ 

Peid staffer management (include compensation in expenses reported on lines c through i)^ 
Medio advartisemants'’ 

Mailings to members, iegislBtors, or the public’ 

Fublicattons, or published or broadcast statements’ 

Grants to other organizations for lobbying purposes’ 

Direct contact with legislators, their statft, government oFAciels, or a legislative body’ 
Rsllies, demonstrations, se miners, conventions, speeches, lectures, or any other means’ 

0 ther activities If "Yes," describe in Part !V 


Totalltnes Ic through | 

Did the activities m line 1 cause the organization to be not described in section SOI (c)(3)’ j 

I If “Yes" enter She amount of any lea incurred under seetioTi d912 ________ 

!f "Yes' enter the amount of any tax incurred by organization managers under section 4912 

t If the filing organization incurred a e action 4912 tax, did it file Form 4720 for this year’ ! 

To be completed by atl oroanizations exempt undfer section 501(cV4). section 501fe)f5>. or 


section 501fc)(61. (See the instructions for Schedule C for details.) 




1 Yes 

No 

Were substentially all (90*M or more) dues received nondeductible by members’ 


oa 


Did the organization make only tn> house lobbying expenditures of $2,000 or lass’ 

2 


No 

Did the organization agree to carryover lobbying and political expenditures from the prior year’ 

3 ' 


No 

Tivirasi To be comifsleted bv all oraanizations exemot under section 50ifeH4). section SOlfcHS). or 
section 50i<c)(6} ff BOTH Part lll-A, questions 1 and 2 are answered ’’Ne^ QRtf Part lll-A, 


question 3 is answered "Yes." (See the mstruchons for Schedule C for details.) 


Dues, assessments and similar amounts from members 

Section 162(a) non-deductible lobbying and politic el expenditures fdonoi fncfwde amounfe of pof/tfewf 
expenses for w/ifck tfie sectfen S2T((} tax wee paM). 

1 $ 


Zb $ 

> Carryoyarfrom last year 

2b $ 

s Total 

Ze 9 

Aggregate emount reported in section 00 3S(e)(l>{A) notices of nondeductible section 162(e) dues 

If notices vrere sent end the amount on tine 2e exceeds the amount on line 3. what portion of the excess 
does the organization agree to carryover to the reasonebie estimate of nondeduetible lobbying and political 

2 $ 

expenditure next yeero 

4 $ 

Taxable amount of lobbying end political expenditures (line 2c total minus 3 and 4 ) 

5* 


SuPDtementai Information 


iomplete this part to provide the descriptions reguired for Part I'A, line I, Part l-B, line 4, Part l>C,lme 5, and Part h>B, line li 


.iso. comolete this part for anv eddn 

:ional informetion - 

Iifentffier 

Return G«f«renc« 

Explanat Ion 

irt I-A, Line 1 

Organizations Direct and Indirect 
Political Campaign Activities 

AARP sends out Questionneirei to candidates running for 
political ofTice at the federal, stats, end local level to gather 
informetion on thoir positions related to issues that impact 

AARP mombers AARP then publishes (eithenn AARP The 
Magazine, voters guides mailed to members, or on AARP og) the 
responses provided by the candidete’s campaign end compares 
these positions to AARP's position on the issues 

















Sc^iechde C (Form 990 or 99eEZ} ZOOS 
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»3493182000009l 

HEDULE D 
rm 9W) 

•artmant oFthe 
ssury 

irnai Revenue 

VICO 

Supplemental Financial Statements 

h- Attach to Form 990, To be completed by oroenlzaltons Chet 
eimvered "Yes,' to Form 990, Part IV, tine 6, 7, 0, 0, 10, 11, or 13, 

OMBNO 1545-00-117 

2008 

Open to Public 
Inspectfou 




of the organization 


employer itientif ication number 


SSidi Organizations Maintaining Donor Advised Funds or Other Similar Funds or Acco«ma7co7^^ 
organization answered ‘Tes" to Form 990, Part IV, tme 6. 


(a) Conor advised funds 


(b) Funds and other accounts 


Total number at end of year 
Aggreoata Corvlnbulions to {dunnfl year) 
Aggregete Grants hvm {during year)' 
Aggregate value at end ofyear 


Old the organization inform all donors end donor advisors in writing that the assets held in donor advised 

funds are the organization's property, subject bo the organization's exclusive legal control? V P No 


Did the organization inform all grantees, doners, and donor advisors in writing that grant funds may be 
used only for chantable purposes and not for the beneht of the donor ordonor advisor or other 

imparmissible private benefit’ P Yta 


conservatton Easements. Complete if orgafiftation an£wefad"*'Ves'‘ Part iv, iine 7. 


J~ No 


Purposa(s) of conservation eacements held by the organaetion (check all that apply) 

P Preservation of land for public use (e g , recreation or pleasure) P Presarvstion of an his tone aiiy importantly land area 
P Protection of nsturei habitat P Preservation of certified histone structure 

P Preservation of open space 


Complete lines 2 B- 2 d if the organization held a qualifiod conservation contribution in the form of a consarvetion easement 
on the last dey of the tax year 


T otal number of canservation sasements 

m 

Holdtrt th« End ef the Year 

Total acreage restricted by conservation easement! 

1 2>* 1 


Number of conservation oasement! on n certified histone structure included in (a) 

1 2e 1 


Number of conservation easements included in (c)aeqwtred Biter6/i7/06 

1 ^ 

1 


Number of conservation easements modified, transferred, released, extinguished, or terminated by the organization during 
the taxable year ^ 


Number of states where property subject to conservetion eesement is located >■ 

Dose the organization have a written policy regarding the periodic monitonng, inspection, violations, and 

enfereement of ths eonaervation eassments It holds’ P Yes P N« 


Staff or volunteer hours devoted to monitoring, inspecting and enforcing easemants during the year >■ 

Amount of expanses incurred m monitoring, inspecting, end enforcing eosements during the year 
Doas each conaervatton easement rtported on line 2(d) above satisfy the require rnents of section 

l70(ll)(,XBXl!.n(l 17II(hK‘>)(6)0i)' T Tes T No 

In Part XSV, describe how the organization reports conservation eesements m its revenue and expense statement, and 
balance sheet, and intlude, if appiicable, the text of the footnote to the organization’s hnsneial statements that desenbes 
the organization's accounting forconservetion eaaaments 

imnir OrganizaUoiis HainUining Coliections bf Art, Historical Treasures, Dr ^^er 'sirnii^"A^^^. 

Complete if ttie oroanization answered "Yes* to Form 990, Part IV, line 8. 

I If the organization elected, as permitted under SFA 5 116, not to report in its revenue statement and batance sheet works of 
art, histone a j treasures, or other similar assets held for public exhibition, education or research in furtherance of public service, 
provide, in Part XIV, the text of the footnote to its financial statements that describes these items 
b If the organization elected, as permitted under SPAS 116, to report in its revenue statement and balance sheet works of art, 
histoncei treasures, orother similar assets held for public exhibition, education, or research in furtherance of public service, 
provide the following amounts relating to these items 

Revenues included in Form 990, Part VIIl, line 1 
^*0 Assets included in Form 990, Pert X 

IF the organization received or held works of art, hittoncai troasurec, or other similar assets for ^narctal gam, provide the 
following amounts required to be reported under SPAS 116 relating to these items 

® Revenues included in Form 990, Part V III, lino 1 ► $ • 

** Assets included in Form 990, Part X ___ 

T Paperwork Reduction Act Notice, see the IMructfons for Form 990 -Cat No 52283D Sebeduta D (form 990 ) 2008 
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hedulo D (Form 990) 2006 Pegs 2 

Organizationa MBlntainlng CoHecHon* of Art, Hfartortcai Tre8Stires7or Qtligr SImKar Aaseta rewfjnuedy 
the organization's accession end other records, check any ofttie foilowng that are a significant use of its coHection 
items {eheck ali thet apply) 

® r* Public eshrbition <* f” Loan or exchange programs 

b P Schofariy research a P Other 

c P Preservation for future generations 

Provide e description of the organizetion's coUections and explain how they ftjrther the organization’s exempt purpose in 
Part XIV 

During the year, did the organization solicit or receive donations of art, historteal traasurHs or othsr similar 

ass ets to be sold to raise funds ratherthan to b# ma intBined as part of the orgamzation's collection^ P Yes P No 

5 Tl<» 4 ri Trust. Escrow and Custodial Arranffemantfi. Complete if the ofoamzation answered "Yes" to Form 990. 

Part IV. line 9. or reported an amount on Pjrm 990. Part X, bne 21. 

» Is the organization an agent, trustee, custodian or other intermediary, for contributions or other assets not 

included on Form 990, Part X? P Y«e P No 


b If "Yes,'' explain why in Part XIV and complete the following table 

c Beginning balance 
d Additions during tha year 
* Distributions during the year 

f Ending balance 


Ic 

Id 

le 

If 


Amount 


a Did the organization include an amount on Form 990, Part X, line P Yes P No 

b If "Yes," explain the arrangement in Part XIV • 

endowimenVl^^ if the orqarozation ansvrered "Yes° lio Form Part IV. Ime 10. 




(aKumnt Year I 



Q 

Beginning ofyearbalance .... 




b 

Contnbution.6 




c 

Investment earnings or losses . 




d 

Grants or scholarships ..... 




e 

0 ther expenditures for facilities 

and programs 




f 

A dministrative expenaos .... 




0 

End ofyear balance 





Provide tha estimated percentage oftha year and balance held as 


a Board designated or quesi><ndewm«nt ^ 


b Permanent endowment ► 
c Term endowment ► 

a - Are there endowment fUnde net in the possession of the organization that are held and odmimstered for the 


organization by 


Yes 

No 


3*(l) 




3e(H) 



b If "Yes" to Oafii), are the related organizatiens listed as required on Schedule fi> ......... 

ah 




Oeecnbe in Part XIV the intended uses oftha organization's endoYrment funds 


ymrik Investments— Land, Buildings, and Equipment. See Form 990, i 


Description of investment 

(b) Cost or ottwi ! 
bass(inve9ln«om) 

[b)Co5t or other 
basis (other) ' 

<c) Dcpmcation 

(d) Dook value 

a Land ................. 


4ft,572.6M 


48,572.664 

b Buildings 


HI^SSSESS 

j 42,942,409 

152,629.456 

c Leasohald improvoments ............ 


HKS9BI 

HHEESBI 

25,057,218 

d Equipment 



HHHBi 


IS Other 

L_ ! 

\ 1?4,670,J75| 

1 114,654,553 

«).015,622 

otal. A dd lines 1 a* le ('Cbfumn fd) sheu/d eefuaf Form S90, Part X, column (B), /me lOiej.) . 


. . ► 

286,274,960 


Schedule 0 (Form 990) 2008 
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adulfi 0 {Form S90) 2009 Page 3 


ilTm investmente~ Securttleg. See Fk?rm 997. X. {»ne iT 


(»} Description of security orcateory 
(iRctuding name of Beeurity) 

(b}Bofllc value 

(c}MBthod ofvaluetion 

Cost or cnd-of-year market value 

inciBi dsnyatives and other financial products 



seiy-heid equity interests 



er 






























j) . (Column (b} ^ukS equal form 990, Pan Jf, »/ fcw 12 } ► 




investmeiHa8--Proqram Related. See f^rm 990, Part X, )me^3. 


(b) Description of investment typo 

(b) Book value 

(c) Method of valuation 

Cost or end-of-year market value 































9t,(Cqlmp(b) simMv)txalfom990, Panx,ml(8i hoe 13 ) ** 




ms: other Assets. See Form 990. Part X, line 15. 


Jsi 


Dttcnpiion 


iil 


Book vBiuo 






aA.{Ci:^umn (b)shajld*qu^ Perm 990, Part >i,col.{B) hna IS.) y > 


other LlabKltles. See Form 990. Part X. line 25. 


(a) Description of Dishihtv 

(b) A mount 

lerel Income Taxes 


it retirement benefits 

65,372.A30 

feired membership dues 

237,106,369 

Reserve 

1,951.000 

ision Liability 

■■■BEIS9SS 













bI, (Column (6} sitould eqial Fmn 930, PaitX, eol(B} Ime 2S) p. 

418,193.451 


Part XtV, provide the leirt of the footnote to the orgsnrzBtion's nnsncia! statemenU that reports the offlanization's habihty for 
:ertBin taz positions Lnder FIN 4B 


Schedule D (Farm 990} 2008 
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art XI ) 


laduls 0 (Form 990) 200ft 


in Net Assets from. Form MO to Financial Statements 


• Total reveftus (Form 990, Part Vill, eoiomn{A), lm« 12) 

Totoi expsnsss (Form 990, Part IX, column (A), lina 2S) 

Excass or (dafictt) for the year Subtract lino 2 from iin« I 
Net unreaiizeil aains (losses) on investments 
Donated services and use of ^etiities 
Investment expenses • 

Pnor period adjustments 
Other(Descr!be in PartXIV) 

Total adjustments (net) Add lines 4 ■■ 0 

* Excess or(defrcit}frirthe year per financial statoments Combine lines 3 and 9 


Ell 

■(jHawa ' iiw 


T ots! revenue, gams, and other support par audited nnanciai 

statements 1 

Amounts included on line 1 but not on Form 99 0, Part VIIl, line 12 

Net unrealized gains on investments 2« >234,910,97? 

Donated services end use of facilities ......... 2b 

Recoveries ofprioryeBf grants 2c 

Other (Describe m Part XJV) 2d 130,660, 781 

Add lines Za through 2d 2e 

Subtract lina 2e from tine 1 3 

Amounts includeEl on Form 990, Part V III, line 12, but riot on line 1 

Investment expenses not included on Form 990, Part VIII, lino 7b . [ 4a | 

Other (DBSc-nba in Port XIV) | 4^ } -17,030,721 

Add lines 4a and 4b ....................... 4c 

Tots] Revenue Addlmes3and4c. (This should equet Form 990, Part I, line 12 ) ...... 5 


Reconciliation of Expenses per Audited Financial Statements With Expenses per Return 


Total expenses and lasses per audited financial stetaments 1 

Amounts included on tine 1 but not on Form 990, Pert IX, line 25 

Donated services and use of facilities .......... 2a 

Pnoryaar Bdjustmanti .............. 2b 

Losses resorted on Form 990, Part IX, line 2 5 ....... . 2c 

Other (Describe in Part XIV) _M 141,622,496 

Add lines 2a through 2c( 2c 

Subtract [me Zefrom line I 3 

A mounts included on Form 990. Part IX, hne 25, but not on line li 

Inveetrnenl expenees not included on Form 990, Pert Vin, line 7b . . | 4a } 

Other<De$cnbe in Part XIV) |4b } -17,030,721 

Add lines 4a and 4b , 4c 

Total expenses Add lines Sand 4c. (This should equal Form990, Part I. line IS ) ...... S 


lemental Information 



art XIV 


rompteta this pail to provide the descriptions required ferPart II, lines 3. 5, and 9, Part III. lines la and 4 , Part XIV, lines Ib and 2b, 
=*art V, line 4, Part X, Fait XI, line 8, Port XI!, lines 2d and 4b, end Pert XIM, lines 2d and 4b 


Explanation 


See Schedule O for explanati 


A ARP Financial Services Corporation (SIN .52-1367607) 
$1,171,749 AARP Services, Inc (ConsDlidated} (EIN 52- 
2141065)$iao,257,B30 AARP Foundation (GIN 52- 
0794300) $131,570,546 AARP Institute (EIN 52-0788950) 
($512,423) Legal Counsel fbr the Elderly (EIN 52-1194741) 
$3,847,692 Consolidation elimination entries ($182,674,613) 


Adjusting & eliminating entries for A A RP and disregarded 
entities ($17,030,721) 


AARP Financial Services Corporation (EIN 52-1367607) 
$1,602,246 AARP Services, Inc (consolidated) (EIN 52- 
2141065)$163,726,653 AARP Foundation(ElN 52- 
0794300)$IS2, 053,655 AARP Instiluta (EIN 52-0738950} 
$15,068 Legal Counsel for the Elderly (EIN 52-1194741) 
$5,052,359 Consolidation elimmation entries ($180,827,485) 
Adjusting & siimmating entries for AARP end disregarded 
entities ($17,030,721) 


art xn, Lma 2d - Other 
djustmente 


art XII, Line 4b - Other 
djustments 


art XTll, Line 2tl - Other 
djustments 


art xni, Line 4b - Other 
djustmenta 




Schedule D (Form 990} 2008 
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bG (Form990of990*Er)2008 Pag« 2 


Fundraising Events. Complete if organnEafeon answered “Yes" to R)rm 990, PartiV, ime 18, or reported 

more tfian $15,000 on Form 99Q-E2, line 6a. l^ eYente widi gross receipts greater than $5,000. 

^ j (a} Ev*ft7#l T {b> Evant 42 1 <cj"otSer" Events 1 (d) Total Events 


(b) Event *2 
(«vent type) 


OtSer Events 

(total number) 


(d) Total Events 
(Add col (b) through 
col (c)} 


Gross receipts « 
Less chentabla 
centnbutions • . 

Gross revenue (line 1 
tnmus line 2) 



4 cash Frizes .... 





5 Non-cash PnzdS 





6 Rent/TBcility costs 




i 

7 Ottierdirect expenses . 





S Direct expense summery Add lines 4 through 7 in column (d) . 


9 Net mcoms summary Combmo linos 3 and 8 in column (d). 



Gaming. Complete if the organtzaOon answered "Yes' to Form 990, Part IV, Ime 19, or reported more than 
$15,000 on Form 990-EZ, line 6a. 


(cj Othergaiwng (d) Total gaming (AJd 
j cDi (a) through col (c)) 



(a) Bmgo 

1 Gross revenue .... 



2 Cashpnzos .... 

3 Non-cash prizes . . , 

4 Ront/raetlity costs , . . 

6 Other direct expenses 


6 Volunteer tabor ... . ^ P . 

Nc No 

7 Direct expanse summary Add lines 2 through 5 in column (d) . . . . . 

8 Net gaming income summary Combine lines 1 and 7 m column (d) . 


Enterthe state{s) m which the orgamiation operates gaming activities 

Is the orcanisetien iieensed to operate gaming aetivitiea in each of those states'* 
If "No,- Explain 


to Were any of the organization's gaming ticon 
b IfYea," Explain 


I Does the organisation opereta gaming activities vnth nonmambers^- . 

! Is the organization a grantor, benehciary or trustee of a trust or a member of a partnaisbip or other entity 
farmed to odministerchantoble gaming^ . 



revoked, suspended arterminated during the tax year* 
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Additional Data 

Software ID: 

Software Vermont 

BIN: 95-19S55D0 
Names AARP 


Form 990 Sehedtile 8 ~ Licensed States 
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01-02S4659 IS01(C)(3) lO.OOCj 


MCKINLEY TECHNOIOGY 53-6001131 jsoKCKS) 100.000 


*«£ Sot 

is sjSS 

I- OT I O S 

55 tSS 


6. VI ^ 4. 01 «J 

.30 _) = o' 
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174 



















175 



































176 


'm 990,Scliedule I. 

art 11 , SrantB and Other Ass 

IsUnce <0 Gove 

fitments end Ot 

□anizations in 

he United States 

1} Nam« and addrass of 
orgamiBiion 
or govornment 

(b) eiN 

<c)iRC Coda 
section 

If applicable 

d) AmotmtafcBSh 
grsrrt 

•) Anwimt «f MA* 
cash 

actisUiiea 

<f) Method of 
valuation (book, 
FMV, appraisal, 
other) 

(B) Description of 
non-cash 
acristance 

(h) purpose of grant 
or assistance 

;hool board op 
lOWABD COUNTY7720 
EST OAKLAND PARK 
.VO 

JNRISe.FU 333S1 

S9-6000530 

S0i(C){3) 

10,000 




ETHEL PERCT 

ANDROS LEGACT 
AWARD 

:lerooerma 
'SEARCH 
5UNOATION220 
0NT50MERV STSTE 
Ui 

5N FRANCISCO, CA 
no4 

68-00672S4- 

S01<CM3) 

10,000 




GENERAL SUPPORT 

DMERSeTCOUNTy 
3UCATIONALSERVICE 
3 SOX sa 

ARITAH.NJ 08869 

22-2213689 

501(C)(3) 

' 10,000 




ETHEL PERCY 

ANDRUS LEGACY 
AWARD 

I CROIX 

OUCATtONAL 

OMPLEX rtIQH 
CHOOLRRl BOX 1036Q 
INGSHIiL.VJ 00850 

66-0431678 

501(C)(3) 

10A300 




ETHEL PERCY 

ANDRUS. LEGACY 
AWARD 

EAFORDSENIORHIGH 
CHOOL820 SILVER 

AKE BLVO STE 200 
OVER.OE 19904 

51-6000279 

S0l(C)(3} 

10.000 




ETHEL PERCY 

ANDRUS LEGACY 
AWARD 

HE GEonaE 
JASHINGTON 

/4;vERSiry2i2x eve 

TREET NW STE 601 
!ASHINGTON,DC 

0052 

53-0196584 

501(0(3) 

SO .000 




GENERAL SUPPORT 
FOR THE CENTER 

ON AGINO.-HEALTH 
AND HUMANITY 

HE SCHOOL DISTRICT 

P PH1LADELPH1A440 N 
ROAD STREET 
HILADELPHIA.PA 

9130 

23-6004103 

501(0(3) 

100,000 




ETHEL PERCY 

ANORUS LEGACY 
AWARD 

/ETA277SS QUINCT 
TREET 

RLINQTQN.VA Z2206 

53-0242992 

301(0(3) 

2,050,000 




GRANT TO 

SUPPORT THE 
PRODUCTION AND 
NATIONAL 
TELEVISION 
DISTRIBUTION OP 
WASHINQTDIH 

WEEK WITH GWEN 
IFILLAND 

NATIONAL 
lOURNALAS 
PRODUCTION AND 
BROADCAST OF 
SEVERAL LIVE 

EVENTS 

'OWNSBND K12 
iCHOOL DISTRICT *1 
:0t N SPRUCe 
'OWNSBNO.MT $9644 

61.6000097 

S0J(C>(3) 

10,000 




ETHEL PERCY 

ANORUS LEGACY 
AWARD 

iHIVBRSITt OF 

UNNESOTAMAIN 

lAKPUS 

flNNBAPOLrS.MN ' 
>54SS 

41-5042486 

501(0(3) 

10.000 




GENERALSUPPO RT 
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ditionat Data 


Return 


Form 


software IDs 
Software Version: 

eiNl 95'1985S0G 
Name; AiARP 


(A)H*fn. 

(BlBnatcdewn s!W>2 Bnd/»rl09$-HI5C conMnsMien 

(<) Dsfarrad 
eomosnsation 

{D)NB(tt«x»b!4 

hanebts 

{e}Tst»lofcsluinna 

(7} CombcnatsR 
laplHted ripnarTomi 

950 6f fom 990-E2 

()} Bass 
Compenasbsn 

{11} Sonus 9 
•noanbv* 
con^ansstion 

{m>etiMr 

cnR9ttns*liDn 

im 0 Kovailt 

Ji) 

CD 

SS3AS9 

90,957 

95,641 

207,529 

9.994 

1,005,380 


rt R Hspans Jr 

(D 

OD 

3J9.ei8 

4t,lS7 

1.1-29 

34.179 

2.150 



<isi C Nslaon 

ID 

CD 

474,571 

100.000 

2,322 

J4.179 

14,786 

625,857 



<D 

{>0 

1S2,9S« 

59,435 

IIIIIIQQ 

14.176 

3,39> 

452,667 


:y A LasKonS 

W 

CD 

335,701 

|||||||||■Q| 

2,294 

34.178 

1,003 

42i,67S 



I 

321,621 

46,993 

777 

34,178 

13,777 

417,246 


SW;ta 

I 

315.147 

43,911 

7,473 

34,179 

S.850 

409.560 


-sen Q Rstnai 

I 

253.269 

42,727 

9,156 

gggm 

2,119 

375,445 


C HBther 

(0 

CD 

jjjUjmQgi 


jHIIIIHQfl 


muss 



n I Donnafisn 

1 

273.779 

40.222 

1,292 

34,178 

8.7S1 

BS^b 




2S6.6S7 

44,691 


34,178 

14,557 



'Oil Bsckui 

1 

261,099 

27,«1« 


■jjgjMgR 

■■■wi 



lhawMiCchfill 

1 

240,966 

34,193 

473 


14,499 

|H|QQ 


h DsXhantr 

(« 

mmm 

37.761 

1,616 

34.17. 

9,786 



sy Smith 

<0 

01 


42.007 

546 

HHIB 





<• 

mam 

34,509 


■■mi 

5,364 



.hR.mh.nl 

I 

247,015 

36.079 

1,652 

34.176 

9,214 

326,138 



I 

ijjjiiiiiiiiiiiimjy 

34.639 

339 

34.1 78 

13^30 

327.393 



■ Sitoplsmenm information 


wnelft* thii 9iri t« rronila th« infiirmitian, (xpianrC'si 


c, S*. Sb, b», £bi 7, knd t Alas esmelsts this p»n fBranr ftiltittionsi infsnnstian 


Santtfler 


iKpIbMtIan 1 


n 

4ARF bbbrd (nambsrt, ofliesrt, «n<l ii4V4inptoy44s sra Rrsvidtd lot banaOi errmi-claas irovai on Aishu asatdm; S houn vrfiah bvtmita «lii« <ce»mins4«ciont 
ira nat avRitibls All eAcan and diraesrt {othai ihenindiriduala htttd at b«lh oAears and ksy amalsystt}fcr A ARP ttrve sn 4 v«tunt«ar bam and in nst 
compantatid terthiir oandreua eainmiitntnt to AAftP 7 ha olhetrs. duaelera and kay airployaai ar«, hovnyaf, raimburitd by AAftP fcf tc#y«! and iub»i*l»i)e4 
ceata in<urf#d in carry ma out fhairdulit* Ihadsitiaa.eftcara anddira<iort ar* raiiiibuntd fonravii and aubiitUnea coats, incurrad *arapoustt/tompani«nt 
accompioyina Wwni 1# AfseciRHon font dona Tha oActra and board iMinban racaiaa a*to»s*uo paymaM to anaura thsra art ne sut-oApdckat aipandaa ratotid 
lolht meoflia laxaa Isriha apouaa/csmpanwi bdvai AllapoMc/compantontravilreimburaanKnu and ta* groat •19 paymanta are treniad at Inrablt ineomt to 
tha olTlcara and diractare Tha Chief Sxacuttva OAearof aaRP tt sivanan annual nal paymant of 15.000 to ceyarany incidantal syptnaat A ARP para Iht 
tPRiicabia wthholdina taxti on hii bthalf 


|9srt {, Una 4a | 

linMacldaaiar racairida tavartnea paymaM 0/9172,096 50 for harsaparation on 9/472009 
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dftlonai Data 


Return to Form 


Sonwsre ID: 
Software Veraion: 


ei 

Nam 

n 990( Schedule R, part i - IdentlficBtlon of Dtsrega 

(A} 

Hama, addreis, and eIN of diaragardtd antity 

N: 95>198550D 

as AARP 

dad Entilles 

iB) 

Onmary Acttnty . 

(C) 

LagaiDominla 

(Stats 

Country) 

(03 

Total incoma 
(») 

(«) 

End-ar-ycarastati 

(*> 

Oirast ContfoBing, 

Entity 

.P Prepcrtics VLC 

E Straat HW 

Ping-.on, DC <00«9 

19BS5SC 

Ctaal gstata dolduig 

DC 

204,802 

142,457,470 


:P650F2-3UC 

EStfsatNW 
hingtan, DC 2DD49 
iSSSEOO 

Rtal Eitcta HoWuig 
Camiiany 

DS 

45,14? 

18,847,527 


:P 650 F 4-5 LLC 
eStraotHW 

Pinglor, DC 20049 

1985500 

Raal Eatata Hofdtng 
Company 

OE 

45,783 

19.462A0S 

AARP 

!P Carson PteCB ILC 

E Strstt NW 
liingten. DC 20049 

19SSS00 

Raal Estata Hold'ng 
Company 


0 

21.477,609 


IP Watssa Plara UC 
e Straat HW 
hington, DC 20049 

19BSS00 

Raal Ettata Holding 
Company 


• 

10,199,695 


IP Slobal Hatwork LLC 
e Slraat NW 
hingtaa, CC 2004$ 

4499990 

Cooparataa unth 
organRatlons 
r*pt«s<n(ing paopla 

EOo in fttnar eountnas 

DC 

908,943 

939,329 


IP Andrus Inauranea fund LLC 

5 Straat KW 
hingten, DC 20C49 

1985100 

tmuranca capiiyc 

DC 

J,774,6C2 

5,193,894 

AARP 


n 8S0, Schedule R, Part V - Trancactlons with Related Organizations 


AAAf Strvicta ttK ContoiMtUd 


AARf P»Mn<i»l<en (Bi<h aentribubant] 


LZobI C4:<n««l tor cIhi SMtrtr (eiih contributronr] 


AARP Foundation 


> AA RA Povntiatien 


t U9«l Counaal foi lha Sidarlr Ctt'ICK'd font) 


'I AAHP PeundPtisi>(in>li<Rd«anl/i»uttenp] 


AARP Aarvicaa tne GontolidaCait 


> lagal Cauiual Portht EUtrly (tn'kma contnbutipn*) 


B) AARA Sarvicta Inc Centolidattd 


t} AARF FBURdtttcn 


L.O«al Ceunial brtha Sldany 


3) ' AARF Znauianca Plan {saa Sttiadula 0 fbrarplanation) 


a Inc ConaoNatad 


P Samcap Inc CgnioliCatad idivdand paymant) 


4} AASP Saryicag Inc coniolidpiad 


P fouRdatico idusl amployaa raimbunamenc) 
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lie 6!iAPnxc nr 

nt - DO NOT PROCESS 

i As Plied Data • I 

DLN: 

S3493182000009I 

.4562 

■artment of the 
asury 

irnsi Revenue 
vice 

Depreciation and Amortization 

(Including Information on Listed Property) 

P Sae separate Instruetkins. P Attach to your tax rettrm. 


0MB No 1545-0172 

2008 

Attachment 
Sequonce No 67 

ne(s} shown on retu 
RP 

i 

eusiness or activity to which this form reletas 

Form 990 Pace lO 

Identlfyiim number 

95-1-9855Q0 


mm Election To Expense DBrtain Property Under Section 179 


Note: If you Mve any fisted property, complete Part V before you compfets Pdftl. 


Maximum amount See the instructions for a higher hmrtforcertatn businaasas ...... 

1 

250,000 

Total cost qfsection 179 property pieced in service (tee instructions} 

2 


Threshold cost of section 1?9 property before reduction in hfflita6on (see instructions) .... 

Bi 

800,000 

Reduction in limitation Subtract lino 3 from line 2 If icro or less, enter -0- ....... 

4 


Dollar limitation for tax year Subtract line 4 from line l If zero or less, enter -O- If married filing 
separately, see instructione 

5 



(a) Description of property 

(t») Coet (business use 
only) 

(«} Elected cost 








Listed property Eriter the amount from lins 29 . | 

Totel elected cost of section 17 9 property Add amounts in.cotumn (c), lines 6 and 7 

Tentative deduction Enter the cirafler of lino S or line fi 

CarryovorordisBltewed deduction from line 13 of your 2007 Form 45<S2 . . 


business incnne bmAobon Enter the smoHer of biaiiess OKome (not kiss than zen) or law 5 (see mstivcnont) 
Section 179 expense deduction Add lines 9 and 10, bpt do not enter more than line ll • 
Carfyoverofclisaiiovred deduction to 2009 Add lines 9 and 10, leas tine 12 | 13 i 


itctCo not use Pert 11 or Part in below for fisted property. Instead, use Part V. 

Special pQDrqciattow Ailowance and Other Pepreciatton (Do not include listed property )(Sae instructions ) 


• Special depreeiBtion alioviencB for qualified property (other than listed property) placed in service durins (he 
tax year (see instructions} 

1 Property subject to section 168(0(1} election 

> Otherdapreciation (mcludmg ACRS) 

iiDPH HACi^ Dcoreclatton fPo noUnclud^ listed property.) (See instructions.) 


20,155,805 


Section A 


' MACRS daductiena for assets placed in service in tax years bepmning before 200d 


17 


I ir you are electing to group any assets placed in service during the tax year into one or more 
general asset accounts, cheek here ►P 


Section B— Assets Placed in Service Durina 201 

>6 Tax Year Usina ttte Ge 

nerai Deoreci 

ition System 

(a) Classification of 
property 

(b) Month end 
year placed in 
service 

(c) Basis for 
depreciation 
(bUBiness/invesrment 
use 

only— see ins&uctions) 

(d) Recovery 
period 

(a) Convention 

(f) Method 

(e)Depr«ciati«n 

deduction 

a S-ysar property 







b 5-veftf property 

HHHHHI 


hhbhhh 

HHHHBI 

HHHBHBI 



HHHHH 

BIIIIHHHHHIli 




■SSIIIIBS 

dlO-yearproperty 







e IS-yeerproporty 







f 20-y«Bf property 

HHHBHI 

IIIIIIIIHIIIHHHi 


HIHHBH 



g2S'Vearpropeity 

BHHHHI 


aSyrs 



jg|— gjg—j gg|| 

h Residertiel rental 
property 




WM 

S/L 




27 5 yrs 

MM 



i Nonresidential resi 
property 



39 yrs 

MM 






MM 

S/L 



Se<*ion C—Aageta Pla^ in Scrvlca During 2008 TaK Year Uatnp the Alteitmrttve lleprqciatfoH Sys^ewn 


aClass life 




■■^■H 

S/L 1 

bl2-year 



12 yrs 


S/L 

c dO-year 

■■991 

■■■■■■■■ 

40 yrs 

MM 

S/L 1 


agar- Summary (See instructions) 


1 Listed property Enter emount from line 28 

s21 Enterhere 

El 


1 Ttttol. Add amounts from line 12, lines 14 throuflh 17, lines 19 and 20 in column (g), a 
and on the appropriate fines of your return Partnerships end S corporations— soe instr 

ind lint 

B 

20.155,605 

3 For assets shown above and placed in service during the current year, enter the { 

portion of the basts attributable to section 263A costs ....... 

23 < 

i 



r paperwork Reduction Act NoticB, s«e aepAretein^nfctions. Cat No 12906N Form 4562 ( 2008) 
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m4562 (20095 




Paaa 2 


Usted Property (Include automobiles, certain other vehicles, ceiluiar telephones, certain computers, and 
property used for entertainment, recreabon,-Or amusement.) 

Note! Por any vehicle for which you are the stanriard mileage rate or deductirtg lease expense, 
comgfete only 24a. 24b. cofumns (a) ttirout^ M of Sectfon A, affofSecdoh B, and Saction C if applicable. 


ctipn A—Depreciation and Other InformaUoo fCati^iw Siee the Instrucdons l^r llmlis for passenger a ufomoMes.) 

a OoVw hava aVBlflrwe t0 8^^e^»w bu»trioa6/B>v^tmBf(l U8^ V« Wa | 24bif •Y<» •» the cvrtefifeaMfrtt^ Yes P* Wo 


(a) 

ype of property (tst 
vehidat fnst) 

(b) 

Date pbced in 
service 

(e) 

Business/ 

investment 

use 

percentage 

W) 

Cost or other 
basis 

{«> 

Basts for de|ueeiat)oo 
(bu»mKs/ifw«tinant 
use only) 

<0 

fteeovery 

penod 

<0} 

Hetb^ 

ConverftKHi 

(h) 

DcprecBtsn/ 

deduction 

(1) 

Elected 
section 179 
cost 

SixacwidoprwatcnefewranrotorquBHftetf iBted property placed in service durwg the tax year aivJ uwd moro 
man 50% » a quabhed toaness U6G (see tnstror^ions} 

25 






% 









% 









% 







Property used SOSt 

or less in a nifaiihed business use 



% 




VI.' 





% 




ifl’ 




% 




yi' 



Add amounts 
Add amounts 


-I column (h), lines 2S through 27 Enter here ar>d on line 21, page 1 
rt column to, line 26 Enter here and on line 7, page 1 


Section &— Xnforntatlon on Use of Vehicias 


) Total business/mvestmertt miles driven during the 
year (do not include cornmuting miles) 

1 Total commuting mites driven during the year . 

! Total other personBfJnoncommutingJ miles driven 

1 Total miles driven dunngtha year Addimas 30 
through 32 .......... 

IWas the vehicle aveilebia tor personal use 

ilunng o^'duty hours? 

tWas the vehicle used primarily by a more then 5% 
owner or related person? ...... 

lls another vehicle avsifable tor personal use? 

(») 

Vehtcle 1 

ffiH 


(d) 

Vehicle 4 


(f> 

Vehicle 6 




HHIHIIi 

HHHBI 

HHBIIIIH 









■jjHHB 


HiliHlii 

iimHi 








Yes 

No 

Y«s 

No 

Vos : 

No 

Yes 

No 

Ye* 

No 1 

Yes 

No 




































cz 


Section C— Questions for Employers Who Provide Vehicles for Use by Their Employees 
swsr these questions to determine if you meat an exception to completing Section B tor vehicles used by employees who ere not more then 
I owners or releted pereone <eee instructions ) 


’ Do you maintain o written policy statement thee prohibits all personal use of vehicles, including commuting, by your 
employees? 

I Do you maintain a written policy statement that prohibits personal use of vehicles, except commuting, by your 
employees? Sea the instructions for vehicles used by corporate ofheers, directors, or 1% or more ownere .... 

I Do you treat all use of vehicles by omployees as porsonal use? ............ 

) Do you provide more than five vehicles to yovr employees, obtain mfermetion (torn your employees about the use of the 

vehicles, and retain the mformalion received? 

I Do you meet the requirements concerning qualified automobile demonstration use? (5ae instructions ) . . . . 

Note: If your onswer to 37, 39, 39, 40, or 41 is "Yes,* do not complete Section S tor the covered vehicles 

i H iiir " Amortization 


{«) 

(b) 

Date 

tc) 

(d) 

(«) 

Amortization 

(f) 

Description of costs 

amortization 

begins 

amount 

section 

percentage 

this year 


2 Amortization of costs that begins during your 200B tax yeor (see instructions) 














! A mortization of costs that began betore your 2008 tax year ........ 

i Totai, Add amounts in column (0 Seo the instructions for where to report . < 

43 

52,846 

44 

£2,B46 


Form 4562 (2008) 
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CONSOLIDATED FINANCIAL STATEMENTS 
December 31, 2008 and 2007 
(With Independent Auditors’ Report Thereon) ; 
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AAR? 

CansoMatedFinancul Slacemenis, , 

Decenife.' ^1, 2(iON and 2i'07 . 

Table ©fCoiitentS; 

■ ■■■■■■■ Page 

i.Ms-g. 'Midi!-'.’ ■ Pepon . « 

t itcd S'. Kn^' <lv cf f ii-aiiaal PuMifon 2 

C'oiiMdidviStM Suucfi'cut.' of Actnilks 3 

<,’(nv;ohd:s(ed Suooinonts C’a-ih IdoWvS 5 

Nous u» <,\>!i)5vondvtad l-manciaJ Slatcmcnts • 6 
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KPHG ItP 

2001 M Stasl, NW 

Washinglon. DC 20036 


IndcpendeBt jiaditow’ Sepori: 


1 ,1., 1!. ,1 J (i! Ducai.i 1 

\ \l<i\ !m ■ ' 

V. c haw auJitcil iha .itcoiiijuiiyrag consoMated stateniems of fttianoial iwMium of V-VRi*. Inc, and 
jfi'ilmiea (coHcciiMclv. AARP) a,< of December 31, 2008 and 2007. and the related 1 0 !i>oli<J.«v’d slaiements 
of acthitifs and tviah J1<ms for the years then ended. These consolid.3ted tinaiieial statcnients are the 
responsibilily of AAKI’ management. Our responsibility is to expicss ao opitntin on these (Xingolidated 
rmancial stateineiiis bascii on t.ut audits. 

We comlneted our audils in an-ordance witli auditing standards ecDer.illy aoceiited in Ihc United Staie.s of 
Araeiica. rinisc standards reijinre that We plan and .perform the audit to obtain reasonable as.suiance about 
vtbethcr the fmancial Matoments are free of jiiateriar misstatement. \n audit inehidcs coitsidefalion of 
imcmal eontiol o\'tr Ihiaticial leportiiig as a basis for designing audit procedures that aie nppiojniate in the 
circmnstatiecs, but not for the [impose of expressing aimpinioH on tlic ctfectii cncss of AARR's mlernal 
eontiol o\er linanctal reiTOriing. Aec:ordttigiy,.;we express no such sipinion, An audit also iiiehidos 
c'xamiiiing, on a test basis, evidence .supportingithe amounts and disclosures in the fmattcial si.itcim'iits, 
assessing the, tfccodniing principles used and stgiirficanfisstimMss made by manjgL'meiii, as well .is 
tnaluaiing the overall financial statemeat prcseiitatioa. We believe: that our audits ijravide-a reasonable 
basis for our opiiiion. 

i:i) otir opinioft,, , .the cbnsolidaltxT .Itiiaiieial : sfatemenK refeiTed .to above present fmtly, iii all niaSiTtsl 
respects, the fiiiaitcial ■position of A, ARP as of December 3.1, 2008 and 2007. and die di;m.ttL'.s in its net 
ass.ets; and .its cash :0ovys for, the yettrs then, ended iii. conformify wi.lit ili.S. generally accepted accou,ntin.g 
principles... ■ 

As {^^s('u^sl'^J in note 2 to the coiisbliclaled financial statemenls,. ,AARP adopted Fiiitutcial .Acconming 
Standaids Boanl Statenicnt No; I57,./'afr }'a/«e.Wi'a.raK?»«'/«,s, !n2()08.'- 

LCP 

March 30. 2009 



.^ARP 

Consolidattxi Statements of Financial Position . 
December 3 L 20t1H and 2001 
' . . (hi tlionsands) ... 





f M wdj equi' <dcnts (no!c2tcH 

"S -TOdHlO 

' 

V. * , !«.< CO. .ii)lc. ’iC! (note rO 


-?g 1 2p 

c c.n, c\p..i! ,e and otl>er. insets tnoie St 

■ -20.015 

5 .: ■% 

■ icoau' peti uci Oii-ic lOl 


1 

(IK>U’ I? 

^nbj lb 

l.0h7.0h.' 

Proper.', ca 0 equip? -cut, ncl (uoic fi'i 

?INib6 

504.378 

I uial as:'C5s 

S K”00J5U 

1 , S.'S, '’30 




Account-i payable aud ac».nied expcnsts 

s loa.o.^t) 

147,680 

insinaiKv ptemunii' pas-iblc mote 5> 

71 1,24.'. 

0624^74 

Dck'iicn jcM^nnc and other habitmes 

51,7(11 

25d)57 

Deieired nK’ndVfship dues 

-n5,5o- 

3KS.280 

\ccmcd pension habihu (note U)| 

113.^64 

- 

Vecrued postjcusement health bendus (rjolc H) 

''.0,42.' 

67, SOS 

Notes payable tnoic 

2.70, OftO 

270,0S5 

low! Iiahilhies 


1,517.852 

Net ass<'?s- 



I'nrestrioted. 



• Undesqmated. ..■■■. ■ '.••'• 

n.lte 

101.4S1 

Hoard desi'iin.ued (note 14l 

K),.WS 

105.461 

Total 'unu^tnv.tod net afset« 

«8.554 

506,04: 

I'enipnnuily n^hioted (nPk* 151 


10,036 

lotal"nev.a.ssets .:.■■■.■ ■ 

107.524 

317,878 


iof d h dniuits ttjid ml cis'.t.tv S ) '"00 


See accompanying notes lo co.ii.sol.idated'i'inancia! ?itatej;neHts,: 
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A.4RF 

StaienK'?)i of Activiucs 
Year emfcil December 3 ! , 2(M)S 
(it? thousands) 



l-iiresfylctwi 

Ttniponsfi!) 

festneted 

\ mi 

' 1. • in ‘U 3 , 

ti'snnlni!!<»ns 

^ , ti op.! tm. e 

Net :’■<>?)? iCNtutnons 

240 ^i4 

o52.7itl 

1 |y.o4o 
Ky.pdo 

n:jm 

41-fl3 

1 0.0x3 

2,S25 

12 

s'> . ; 1 

Sl.Ony 

i'ViSA 

Dpv'uune hcfuie invesiibeni'lciss^ 

12574)95 

d Hot 

19 

ijncstui'.ttt }(i>s (nefes 4 stnu 4) 


■ '- 

iTmon'i 

1 Ota] operaung " 

1,0524^2 

, {lykt 

1,080,0X6 

Opciitit'l^ 1 NfKH'-i's 

ProgTitm s'crv'ices; 

1 uigiaws and ikld '•ervioes' 
f ut hv mons 
\kmlki Si r\ ii.es 

I i.-!sloMO 1 inJ tvscaich. 

298.3'iO 

I77,BS- 

2241m 

5S,S44. 


^10 

r-’m 

M(!s& 

xx,v44 

1 otal pnv.'Kim'kTvices 

'B'iS.STS 



Stipnojtjng sC! .tei,s 

^kmlteislt {> desdopment •.••••••. 

M in in t.’uisi nidgcncnii 

114,096- ' 
2.04, -8,79 

- 

■■■.:■■■■■ 204:, r/9 

Toiah>(ipporl'?ng.Hm'tces' 

3!W5 


■ . ■■.318,97.5 

iota! operann'g expenses" 

1,137, S53 

....... .. 

!,!3?J53 

Ch;iii«e in mn assets iVoto opcratbi ' ’ " 

<55,82!) 

(],946). ; 

(57,767) 

Olilel meOEUe ^cxpuisev) 

inxcsrmc-iU los-, hom sinking {\md (notes 4 and 7) 

Inooaio inotc X) 

i hatgexutikn lijafuietpeTiixiichendiicost 
(mues iO and H i 

• (22.513 V- 
{'1 7,427) 

■ - 


(22,5 ]3'i 
(rM2'7) 

'Ci'CtoO') 

t.,'fiimge ill nev isssets Jxifi.trc cff’ect ofacioplibn-, 

ni nieasm-eiTieni provisioiis of FASB StatgttiwfNb; jSS 

■ (202, 000) ' 

■■ ('V,946)' '■ ■ 

(203,946) 

. f'lfcir of adoitEKut o}‘nie<isurenierit provisions of 

FASB Ssnicini'tU \\i ) 5S (note 2) 



(6,408'> 

f'l}ang.c in net tfsseis 

(2'flS,4(}8) 

■■■. (f,946)"'- 

,. r:ij'o.;,354) 

>( 0 ? nssers. itegiiining of year ■ . , . 

3.06,942 

10.936 . 

■3 17', 878 

Netassets, ciulof year $ 9S,534 5'{)7,524 


See accrunpanyi tig mtt.es U> coij.solifioteil fioandal statemenfei. 
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wnv 

YearetHfodlX\on'be‘ M.Z^Xr 
{IjrLhousandsi 


lenjpor j»if 
Unr-sslricied u’'siuiu.{ 



S ' 

344.353 

:^4c6.35 


.'S .. 

h .t s , i. ’ 

C.oiUi'ioutivins •'■'-■ ■ ' - 

\ !*lKi ‘ju ' lU ^ ' t oi'ie 

N'd a‘^•^cts I-’ i'-e i W’T' >' 


1213H 

8'24.31 
- 00:-S5«:. 

'42i353"' 
2.^53 ' 

8.4S. 

s 

iSKX'l ■ 

X. > 4 •< ? 

0 ' •• 

■ 4'‘t ’■ 

2 

Opesann-i rcvomie berbre iHvestmem income; 


. 1.087,966 

s QOO 

■{.U9'V9s6 

ii’sesftfK’ii! uiCu! tL (iu t(?s 3 and 4) -- -:. 


79SSI ' 

- 


lotaiopenuHig re^-'enues- •• 


I,167.9!7.. , 


1 

Opciatin" cvnciisv^ 

Progntm. services:.. 

Piogiam^and luld scr\secs 

PubhcatiODs.'".: 

^^cmber s(‘nkc*« 

Icg.daiion end tvNcaroh ... ' • •- 


"■■mzsm-.- ■■ 

•••184.572 
• 294,63 1' 

•'■: 6Q.5SI 


18^1 * 
29H>31 

. ' 1 obil program serviats •• 


„ ■• ■S42;.3{j2 ' ' 


842.302 

SuppOltiOg M'UKV'’. 

N Jembetshtp de\ cU'pine it 

VJ.tnwipcmcj't .siivl (fcnetal 


H 2,960 . 
•••,,••••204.079 


1 \ 2,960 

loiviUi'ppo3Pnusv,i\5tcs ‘ • 


■ •.■3i7vQ39-'-'-'- 


3 { 7,03» 

i.i(A opci.iini)' e\pcn‘vcs 


' •'l-i59.54i ■ ■ 



( hvi'ige m net. as-,t’t>s from uperationS ... • - '. 


■■■■■■saw-- 

5.990 

14.566 

nmeniiv ktme tCMknscs) 

{.nesunent iin-omc tn-rn smkjng ituid (n’Otev4 gind?) . 

Iskomc u'vc‘» uii'tc 


■ •••• •4.479. 

• •• . ■ (nsmy . " • 


1 i 

(iN9o;N 

( hen 'v' m mn avsets before eilect of.'. .•..■/ 

• . . .adoption of recogsntion provisions of-. •„ 

.PASB StHtemeni. No.-. 15H' 


■ -4S5?y 

, . . .. 5^v90 • 

!0j-n 

Hid. of.uHipiu 1 oHotoinmKviprmisHnsof ; 

I'ASB Siat<.nii.nl \'<t 


' . ■ (m.. 


(580) 

Change in'.nct.'S3.sseis • '•••, 


3,573... 

5,<W(J 

■■■■■■0..563 

NVi <d^c^Jleg.iJmin■g■ o.fve'ar ■■■■ ■■■ 


.. ■■■m369 -. ■ ■■ 

4 946 

308 315 

Net assets, viKfof'year 

$ 

. .306,942- 

■ ■ ■■ I'D 9'16 ■ ■ ■ 

., ■■■ ■■517,878 


See accoit'spatixdng. notes to consoikSatetifiPancial stateni^ws,. 
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AARP 

CoBsoiidaied Slatem-enJs of Cash Flows 
Years ended .Dec^iber 3 i, 2008 trnd 2007 
(In ilioiisands) 



2(Km 

2907 

-1 1 s ■ 'ill nn>’idtins; 

VI , -v . tt.l-.,.-- 

... $.. tdlO.O'' C 

9,563 

\ ‘1 lii. to n< .t<, 1 ) Kilo V h< ngc HI xiot assets hi del 

«. iv t }. MO ukd hv optKiiugacOMties; • 

1 Ypivii nn^n .iiKl amoitj/anon 

■ 2 n(io 

24.846 

e M>i anci'iicclibY accounts i. ' 

24^ 

(22! 

} itcxJ vt }Uopih>n ol ! \SH Stateraeirt'Ko.l5S . . .- 


.880 

i uifcs (XSci hu n net pcnodic benefit. cost . 

ifi6.23o 


Y-i Imss {gauil f !) in\x.MMcnb 

248 420 

'(',19,554) 

Dc.i erred income raxes 

1,417 

'027) 

Anioiii^Jatuhi ot pretnuim on invcsfmdOs - 

Chamn'-. tn c^pet inric assets ami liabilities: 

18 

'1.20 

Ca*^h and c tdi <,viui\ alcms held as collateral 


4'1„5{)6' 

Accounts recen'abic 

'1455 

(.24,1 7 3 '1 

Ps fpaid expenses and other .isscts 

■■".■■'■'I-'::--, , 7.345 

■: 132.5' 

Prepasd peiJS3on asset 

t,''S4 

4,570 

Acunmts able and at. trued expenses 

s43d:)50) 

2J.39 

ptcmiurn-s payable 

4!<,3W ' 

50,33'I 

SecuntieS' loan. payable- ■■ ■ 


(41,506) 

Delcrrcd.iwenue.and other liabiiirie^ 

' '■■■ <1.(1 14 

2.,4S4 

Dcferivd jiicnibership dues 

Accrued pension liabiliiv- ••.■•.:••••• 

47.31'7' 

fl,40R) 

2'9-,629 

Acciau;d postrctirenieiH health benefits- • : 

4„M0 

5336 

foial adjustments 

4S:!,fiS6 

77,284 

cash provided b> operat'-iilgacfivitidS: ... 

272,332 

8'6-,847 

Cash flows horn investing aclioities: ... 

. . iHjrchaiesorpropertyaridcquipirierh.. ..... •; -. 

995,.«4: 

(3'! .,3.50) 

.I-Yoceeds froin sale ajid nhttiuiries of mvestoeiits 

■1,304,705 

Purchases olduvcstmcuts 

0,082.916). 

{1.358.527') 

.iiOv'estimenc .in joittf: venture 


(33) 

Net increase in «is.h and cash' equKiilenfS' ' 

146, .8.52 

1.642 

Casli ami cash equivalents, 'beginning of year . ^ 

'3isj;54,',, 

3.23,513 

Cdsh-aiid cash equivalents, end of year 

$ 472,006. : 

325,154 

J^iipplen'ientid disc.iosures: 

Cash paid for interes! 

S 12-979 

14,623 

Cash paid for income la.ves 

' 12.028 

6.646 


See isc(jairip;!nying noics to consolidated fioaoctal slatcrftfenfe. 
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A ARP 

Noies to GdflSohJc.ted Finaiiou! Sialtfir.v-iJts 
DecemKT.'l 2uuSana:iOU7 


Of'^cnpi^'a oU huaju/atiunsand Activities' , . 

/m'/ AaRI\ im-. 

\ \!<F Ire in as a Dismci of Colombia mn-ibr-pu tli e«.•q^L'rr•■ ( f- C 

>'■ qv.M. r pr 'mnurig iht .nrci-esti. i»i older pcr>on> A.\RI\ fnc, id quaUllod as a taN-5.\. mp: . 

^ elj i.- • !“aLi/'iion loJet Scajott ot the Internal Renenue Code (IRC) 1 he e.' 

\ '■RP I’K iv lo the ucods aiid piv^moJc die hidepcnd^ice* ihgoiry. and puq ovo of poisx-O' 

. >d ./U!<.r fbu proviaitiN and actnutes oi .A-XR?. Inc. and its alfiluitCH include eduiauoa. juKc'cac. . 
3v- <■< .s-b c!\ !vo puiprams other socii! vieltarc activities, and ebariniWe I'ropfanf^ MTMnj! iIk i-CvO- 
ot okki' persons, 

AXRP. jne 's prouK-iiTis, activities and operation? are manag«.*d and supplied pnraanl>' Jhs 
\h-ni('i;!il 1 Iv%uk[oaflcrs :n Washington^ D.C. AAKP, fnc, and its ardliatcs also Ua\'c oiTices in ail 
C.S. states, WnAiiii^ion. D. C . Pueno Rivv' and thv I S X}n.m{shmK is xm.jI ts imviihushtp 
proccssHig cenUT loc.Uvd in Lakex^ood, Calitoniia^ and an adxerUsiiig s.ile'x ofllce in New h oik C’itv 

(ti)': ■ I tRP Si:rvk'e\-. /ho. u/id J iRP Fmanckik Jm% - - 

AARP Sei vices, Inc. (A ARP Services) isa xxbolh sitxncd ta^abk subsuhai) o1 X XRP, ine , .uid 
uicoipouued in DoKoxaie m 1998. A ARP, Inc conimcls with AARP Sersicos to prosidc ^puilitx 
tofjpoi oi V \RP iiUcl!cx'liml property and other services lebtinsi to A XRP, im, hiaadcd piodiicts 
and scn iccs nvailabk* to AARP, Jne. members as part ofiheirmtmKiship benefits 

\ARP bvivicss KtLixo fees from AAKP, Inc lor spcciilt scivjcos niAiuinie new prodiki 
(icwlopirent, nieinlKuship dev'dopinent, quality control services, anti AARP Wdipiaw Jesuin and 
mainscnanee At the dntstion of AARP, inc.* AARP Scnices also reccive.s a scrvu'C pmvKkt 
tchdiuusliip management tse. eo.mpufed'as a percentage of the rosaltv rtvciveUbv \ VRP, in; 

\ \RP I mancwl, Inc (X'^RP Fmancial) was incorponned in Dekmaie m September 2005, as a 
vvl olh owned i ivJilc vksuhaiv of AA'RP Services. AARP Financial fonned to design, dev clop 
md manage AARP. Ine. branded fiaaincia'l services and lelaied piodacts XXRlMmmculis iKo i 
Scountiv's and I \chanee Ckmimission-fSEC) regrstcareti invesmient adviser to the AARP bmuh ot 

rauraai funds.,' ■ ■ ■ 

U') A'iHP hisuruftie Plun 

{ he AAKP lnstu.mi.e Plan (the Plan) is a grantor trust-csublished bv in Xuiecment ami Dwlai anon 
o| hu'^t k)i tiic purpose of making: group. health insurance olliet iKalth-ieiatcd puniucls aui 
service? available to \ \RP. Inc.. mentbei'S.-, Insurance premiums colleetcd In the Plan .iie paid 
diuvtK In p.irlK'ipvints, At thc.directjo.n of the third pait> insurance «. iroeis, ceitam ^igivsd upon 
dcduciioiis Imm the pranmrns. are made for rovalties payable' u? X \KP, fn<\ j'he Plan 5^ 
admiiusteied b\ a huaui of^nistees appomied b> the Board ol Pircctois of \ \RP, luc I <'i the vens 
ended December 3 h. 2008 and 2007,- the Plan processed SO 3 bilhon arui AS (i biibuti, respcctnclv, of 
ptimmnip sments liom memberparticipaiits. 
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AAIIP 

Notes to Consolidated Financial Sratemcnis 
Dis:^nber 31>2008 .and 2007 


tdi I iHP h’Hi iUaUm and i iHP Insii^te .. 

i \ \!li' I uiuuluioti oigamzed in; 196.1 as a District of Colimibia no<-ibi I'.oiu ^ u i 
i ut' iK i'f t),c \ ^RF I'onndaitoQ to.lead posilne soctaJ change, enhance, ihv ; nh ' ' . 

ai’ inu liduct line to tho^e 51) and older with, empSasii on tltosc at MKKi! ami Vv p f 

\ \Kr \ ny'ui mo!i. an AARP affiliate, is a qUaltficJ nonproiit orgam/aTton undci i ^ i v - 

ot the [Ri and is theretiire exa.npt, .from ffefeal nteomc taxes on n t^Minable ont....n..i 
.iildition. ihe \ \RP foundition., is; a.pub.Hc- charit> as dct1ne<,l ni S.’eiH'n 1 1 oi iht. iRt ’ 

\ \RP l.aindaiioB rcccnes ..tyiidmg: :principallv from the icJcr.il gescmmcut In 

ifumd c>npoKUH‘ns and mamduals. The'AARP Foundafum's ROiOd oi Dncc\oi-\ n, ^ompi^sed 
o in mhu -N apnninKd h\ A VRP,,InG7s Board of Directors. 

Ihe AARF Instmiie (the Instinde), a wholly. o^oied.sabsidiai'v of‘ she AARP Found, dion v,as 
oon'tfi/cd in l%v as a District of Columbia not-for-profit corjwaiion, Ihc hi'^iluKc qinhiies is a 
Sa\ eveinps organs/ nson imdex Section 501(c)(3) of the; IRC. The SARP foundiuion smd the liMiuue 
are co.llcc(iv€.ly referred to as-iheFouiVdadon. , 

' fc9' ■ ^ .Teg/i/ rrwK.ve/Tbr'?//e£///erfi' . • ■■ 

Legal. Counse.! Ibr ihc Elderly {XOiLwas'incorporated in. the District of Cohmibia in 1980 for the 
;puipDse o:f pi‘bv'.idi.ng free .legal assistance and e<!ocatiD,n to the eldcrh-\ prim.arily in. the IDistrict. of 
Columbia. LCH publishes manuals, conducts "semmars on, issues nffeeiing llie cldcris , and openites 
legaLservices and long-term care'GmbudsmM"prograins.';t,GE qualifies as a tax exempt charitable 
organization under Section 501(c)(3). of the rR€i.'.Fini<!sng;fr3r LC'E is obtained piimanly through 
r;o5:itr}biitions. from AAR,P, hrc.v.fbundationsvcd^orations and individuals. ! (dris Board, of Ui.reci;ors 
is coirtprised. of seven inemberjs appointed b\^' AARP> Inc.’s Chief Executive ( Iffiecr, 

■ 0^ ■ (MtetAffdhte,*! 

' AAlO^ G.!:o!;Kd Netwxirk is-riiTitiviied'HabiTity. company- (LI.XTforaietl. 10 {>roJr(*tc and deji\'ei‘ sb.ria] 

. change thraugh .a joint i:n.terualionai commitment to assure that people 5v). and older are buttr able to 
live fidfilling live.s w.hlv dignity and' pur]3bsc.'. AARP Andros Insurance .Fund l.l C, a single-member 
LLC with AA.RP. liio-.as its sole member, was formed in ;2()07 to scr\eas a .self- funding mechanism 
for the dcducti.b.le jxrrtion of certam- AARP, .Inc. insurance coxciages with thitd pi«l\ itisuran.ee 
can‘ier.s. \^’a.rious special puiposc, taxable afliliatetl.enltties own and operate the AA,.R,P he.adquai1.ers 
building located in Wasbingfon, D.C., the- related. . parking garage fadlitits a.nd biriklings in 
Califbniia. Tltcse properties are primarily occupied by .AARP, Inc, and .i.ts affiliaies., 

(2) Suiiimary of Significant Accounting Polides 

(a) Basis of Presentiitwu : . 

I'hese consoli<'iat.ed fmaheia! stafements are pfepa!^ on tlie'sccrtial ba.sis of haccoUntiitg and include 
the accounts of ihc eniilies listed ia note 1, colli^tively referred to as A.ARP. 




(Coutinued) 
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AAUP 

Notes, to Coabolidared Vinanctal Smtenicuts 
December 31. 200^ and 300*’ 


\i > r.’i'v im uitcrcomparxV transactions ha\e been i.lim3natcd in 1 i cus''.>. h'''v 

• iiueineiU" do tm indude the operations and accounts oi'o\cr "’..''uo Im*. s, d > 0 . 01 ^ 

N M<? d‘ii mv oruani/cd and operated as sqii.raie enutks. AARP ncitlici CAn!Uel> j'o 
\i>s-uch\\ cx.‘..vi(.iK‘ smeieNt from these oraanuaiions. as defined by I .SqtciU'uiHv 
acconnj'ine projaples, '. 

\ -•.Jumu cncs ihe costs of providing and managing its varn^us piAigiancs and si-piv-nc, 
on func.ional basis In the accompaining consolidated stxUcnKnu-' of .icto.s.k.' 
Ai-cnnlinglv. vuudn uperaiing ciisis are allocated among the k,*nciimig piogjam and siipp,.;tuit’ 
'.cuiccs h.ised on speesPe yMnificaiion or reasonable allocation me^hodolog!C^ 

Net asset? and dianges in net assets are classified based on die cvisicuce or rtbsouce oi 
ti< tH^ir-Hn[)t>scii testricuons. Accordingly, net assets arc classified xind reported as ibllo^vs: 

rnrotticiod " nci that are not subject to donor-impo-^ed siipulaitons inchiduig xunomnls 
designated b> the Boaid ofDircctors for specific purposes. 

l emporanly restricted assets subjec-t to donDr-imposed stipiilations. that . will be met by 
actions of A ARP and'^ir. the passage of time.-, 

{b} Use (iflistmmtes 

'fhe piepaoition of fmaiicial statements in coniormily with accounting principles generally accepted 
n the I innvd St ucs of \merit 1 requires managemeni to make cshniattN and assumptions ih li itlcv i 
K'poited arnounts anu dt<sdosiiu's m the financial siatcnienls Vithough actual results lonUI diftct 
bom these tMimnte.s, nunagtmenl docs not bdievc that Mich dilfeiences uiil Iv inateital 

fc; ■ Cash lufmvakmis 

lin i>unei)ts w iih original nuaiurtties of three moutlis ^ less arc reported as cash cqurt, alems. As of 
Duvmki D 20i)S and 300^ S2h'4,0(i0 000 tmd $183,000,000, aspectneK \u-e heki In She 
AARP' Insurance Plan l.m’ihe payment of member- insurance premmins;'.. 

{di- ■ ActtmmfsM‘{udmbk'- ■ 

A '\RP estimates uncollectible accounts based, on-the aging of outstanding iiccoiints rcccivablcand. 
nhinagcsncnihscssinuueoftheiinetrealmble'values,-'"-."'- 

Ins'estments in debt seciuttjcs, jnsiimfiona! muiual: funds, equity securities and deiivatiw financial 
instruments aa^ measured and reported a! fair value. The fail value of debt sccunues. iiistilulional. 
mutual IuikIs. :uid cquitv .securities uith a. readih-, deienninab’e fait value k based on quotatitms 
obtained {'h;)m national secutity exchanges".. 


(Continiied) 
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AARP 


Notes- |Q Consolidated Financiaii Statements 
DmmnUx3 U 2008 and.2007 


l>.‘h! -.vi-nutN. rns?nxninnal mumal fiiitdSj secunties and denva?j\c tin lUi u ft- > 

la.s Miiuc* ihsu jre not readily- determinate are carried a-i. estimated lair valuers as i/v ui.. 

0 iotnaoos VARP maTia^ment reviews and c\alnak*s the \aluos p.iAiv. ^ v 

r'\’c-rmcnt tninam's and agr^xis with the ■valuation mclliods and assuniptums n'-e.! i ’ ' i 
, u ' o (!!!. \i.i} lair v>.4ue Due to the snhertnt uoceitamues td’ theve esnnuts.''* 'he-c \ )J . v 
5i.jA! I'otii file 'alrcx 'hat would have been rqjoned had a ready market for svcli m' corner'- 
svI'IOlI hi 20(j^ and die esdmated laii values represented ippioxonaieh and Tht, 

loqic^-io i-h ul iuud iiUvUnicnts. I hanges m tan value are repoftexl as iinc-itmcpt income ilu^sf a 
die nccompaavsiU* consobdated statements of activntie^s. 

All inxostm^tii '^t^nisUcv aic exposed to vanous nsks such as mieica ijk\ nnuket. and ^rcuu nvks 
One K' the L\c! <dVt^k a-M'uialcd with certam investment seeuntiev, n i- at lea''! KM-onablv po^^iblc 
dial eh lngc^ m ihv values ol mvesnucm seciuitiev wtW i>ccm m the neat tcrju and 'viieh change;, could 
mateinilK adem ihi. a!iH)um,s reported in, the consohdafed statements o:f tlnancial. position. 

{/) Propmy mi(n:.qiiipmei}r 

Propcitv and equipment are staled at cost. Computer sofnvare is composed of cMcrna! and ccnaiti 
qualifying itucrtia! costs related to software development. Managcrnent periodically ccaluriics 
whollier events or ciromnstwnces have oc^curred- indicating, that: the. carrying amount, of long-hv’ed 
assets may not be lecovered. If the sum of the undiscounted expected future cash Hows is kss limn 
the earn-ing amount . of an asset, :AARP recognkes an impamnent loss Iwtsed on ihe amount by vvliidi 
the carrying aiiK-iWil of llid assa exceeds the fair value of the asset. Depreciation and uniorii/.atum 
: ate calcidaied iKsjng.. t.he stTaight-linc metbod over the lesser of the cstimatcil useiul llve.s (ddhe as>cts 
01 tlic lease (cnn. The useful lives range from- three to 30 years. MaintciKtncc and repair costs are 
cvpensecl as incurred 

(g} \fcmh(‘rsfiip Duti^ 

Meinbcrslup dues are defeiTcd lipon receipt' arid 'recognized as revenue ratably over the ihembership 
tenii of one, two, three or five years- 

{hy Hoyaities 

■Rovaitics aie received bom .\ARP braiided.'.thii^ 'party ■prtivider.s of member benelh programs, in 
return fm the tights to use VARP's- intellectual' property (tneiuding name, logo and mailing list) in 
olicung pKigtams tliese io>aUie> are recognized as revenue.as earned. 

■During 2008 and 2007: itie- service 'provider' U'ftiled' .Healthcare Corporatt.on accoin.it e<;i :for 63*/(» and 
57%q-eS:}:5ectively, of tdta} royalties etirned. ' 

(I) IhiblWiitions A(h'c)t}sm^4 

\ \RP sclh advertising space in. its lU-ajdr publicatioiisf vvhich aie prt>ud».d to memhu- v Hhoai 
addilioirai charge a.s part ol their membership benefits. Advert isme k venue !•> it< vV'miAd ss earu I 
m ‘he nioiuiud' each pubheaiidifsissue date. 


9 . 
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AARP 

Nbteh to Consolidated Financial Staiedients 
December 3 1 ,2008 and 2002.. . ' - 

K'i (sumt h\'i> /:n?-s 

\ c > Kiui! a!id LCF repoa activities under p‘aiu agreement^^ cxth.mii, 'n'. n ^ 
Vtkoio ntd>, ml-! elated icveime is lecogm/ed to the extent that alloxvaWc expense- .ee js.w . \ 
i.invH-' jjsvcmetus. Amounts reported as grants receivable repiesent gram progmu. •. v > 

nsii.ired :n .idvarcc i5t ihe receipt of lunds Funds teceived m advance ot tncuned grant pu ; x 
expenses Oic fv-poned aj» deterrx'd 'exenue Federal imids ate oih itie x^d bx ihs. ronndxUi.n e'- * 
iU.. 

Ihc 1 oundutien and I CT: receive a majority of their ix^xcnne iVom goxetntncnt grunt^x winch asv 
Si.bicx! t<> aiKU£ by xarious fexicral and stale agencies. The ultimate detennmatuns of amonats 
teecixi-ti u!iJci these grams generally is kasc'd niion alkmabk costs lepcnicd to rmd andiicd b\ the 
goxcHinjVi is oi the’! dtsiinHvs T«c Inbilmes it mx insmg fiom s«ch compb irw i tJns t mnot bi. 
dcIcmm.O'd xU ihs-< tune Ir the opimcm of raxinagcment. xitiinstjnenK joubrng horn such .niviits \\ 
anv, xx lU nt'l luxe d significant elTcct on the fiuancud posiram of ihe 1 viujidation oi 1 C i\ 

(kj Pmjir^mi lnamw ■ 

A.'\KP uvdxes service fees tnim pro-videis of and participants m membti pioguinix, foi comsulling 
and xSpcc'inc ptograni scrx ices. These fctSrarc recogni 'Cd .is earned 

AARP u'ports conitibuitons ns a*vcauo when rea^eived or pledged by the donoi. I'omiibmions aie 
reported a.s Jcmporanlx rcslricied revenue: if -sncIi igiftS; are restiicted bx ih<‘ dt'nor to a ^pvtifsc 
pjogrnm or m^.hide an explicit or implied dmerestdction,. ■■ 

I xpiraiions <if loinpotaiy resinedons oil- net- assets: ' (be the dunoi-shpulatcNl pwpOKC has been 
lulfiHed and‘W the stipulated iime-. peftod; ha^. elaj^ed) an* Kpohed ax net assets iclcMsed ftesm 
vosirichons. (htU whose donof-sliptila'ted.p^pb in ihi. -.nnc xear as Rceit cd aie reported 

as umcsliuted ivxcnue, ^ 

C'untnbiuion't inchtde Cxtsh feeeix^d'm supppfrof bbtlt'C^ and a<j\ocac> progiam aeiuttiss. 
i haniabic eomribimon.s arc only received by the -Foundation. and I C'F, while .dvoeaev comnbutious 
ttn' onix h\ vised bv AARP. Inch Contributions alscv.inclu.de. in-kind eontnbuicd ptofesMorud stnites 
iotabng Qjri.obh and SH.283,000 Im the years Doccinbci 31 2K)K and 

lespccdxelx 

. Fundiajsjng exjK’nse.s, which, arc rcpiutcvl as pan of mamtgcincnt .md acnciul ovpenwN. xxeie 
.b25,O“2.000 aiul S2/., 448, 000'forThc years enOed Oecemher '^l"2o0x aid A)U Rxpe- tixsix 

fpi) 1 n/w/i/ecr bVnvVtcx 

\ARP vitxi !ts HKmihcr'. Ivnclit tfom the efforts of many xoInntx’crN lhe>c jii k-nd ..e’unbti’ion> by 
xolujUecis .no no: u'cotdcii as revenue in the ctinsoiidated iiiicmcwl .sixitemeni-. bci u.so -iu'x do not 
n.ect die .cqunemerK lor recogridon under t \ S: generally accepted Uevonn my poncipk - 


10 . 
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Nt>les to Consolidated Financial, Stateinents 
Deeeniber3l. 20t)S and.2007 


{m /fi<h/i},' / ja .'*' 

i'k-oh'. :.txc\<; .no utcuamed ior nsnic** the ind Iksbitm' method IVleotu asm , t 

>u' ''•.h'lo- oa roc ^nKcd toi ^be mime tax l.on^oqltence^ attnbutablc to the Ui.Vcu me. C . .. 

on. .u ‘-ajtcim 0 >.am uisi ameimt', ol existing and iubibties and then iv^sfvViO.M ^ 

.i.ul opo-diine Kw and M\ viedu earr>-1or^ard,s. Dcfened lax assets and KvibthitO'. am ri..'.* ^ 
u^sng enacicd laU'^- c\p\*cied to apply to taxsbie mcome in the veais in whivh Ukho 'i. t,o' . ' 
li.rrcrciHvs ju oxpcv'ii'd t«i he reco\<^red oi ‘bulled. Htc effect on Jefeueci t.tx a-'''eK and 1 a^nl t c. m 
a ehanec ns tax ones is rccognijred in oilier income {e\pen^eO in fhc peii^d diat irc'adC' ’tn 
coactmem dam. 

AARl’ ado|.secl ibe pu>\isions of Financial Accouwing StaiKfauls Huxiul-. (lASUj InlcrpicLuion 
No 4^. L'Cy^tonUh^ mr the Vneenaim^ in Inumu luxes (FIN IH) on Tviniian 1, 2(K17 HN 
piescifhcs a diK.'hold of m<n‘c-likely4han-nAt for rtxognnnm and {{eiccognukMi of ui\ posluoim 
taken or cxpccied to be taken m a tax. return. The .implemcntaiion of TIN 4Js hid uo impact oo 
\ARPN consohdaicil fmancia.1 statenients. AA.RP does not ludlexe that there am <tny imiwognt/ed 
tax boncfiis liabilities that .shouidberecofded., ■ 

(<}) Fbumdiil Imtruments 

\i Dccemhei II 20U^ and .2007r the' caiTy1hg '''V^^^ of rinanchil instnimenb such ns cash 
eqn 1 ^ak'nl^. acoomus !c\ct\abK\ accauhts pax^bte and x-ariable rate debt approximated their fair 
\aUie, ba>ed on the shou-ienn matuniies oC floating ihlerest ratc.^ of these instnimetUs. The fair 
\alucs ol nnestmtnis- notes payable, and .Ctxed. raki debt (xvith, relatcxi swap agreements) are 

"" vhscusvt d 111 notes 4 and 7 lespectiveJyV ' , 

(p) Mms'unt pf Qperarmg fleMiits 

m;';; AARP''re.porbs as optiaiing-ali actixdtks^exfeepF any required provtsion 'for'' fetfeal 'd'nd 's'l'am 
incOine taxc^- nncstmeni income earned oti' debt sinkhig ftm.ds.nnd pension and postretiremen!, 
■related charges other than net periodic benefU' cost. Additionally, ■ thcelToct of the adoption of .FASB 
Siatenienr No. 158, Emph)vrs\.4ccmnUmg'for ami Otha Po'^f. Retirement 

Plans, is excluded Ironi operating results. 

(q) Aehmitdng tExpetises 

AAR? expense.^ adverti.sing cd.s'ts''as incurred, except to the" extent of an\- direct response marketing 
costs that, quad 'fy ior capitaliza'tion. 'fh.ese costs include bnmd axcaream,. niember 'acquisition ami 
reientiori, member program marketings .and advocacy adyeri.i.slr!g. For the years ended .December 3 1 , 
2008 and 200'7.. advertising expense, was $156,867,000 atid$l57..674d)00, respectively, and mt costs 
were capitalized. 

(r) Aew Accounting SranilunA 
P-tiU-lit rianv 

{a 2000. die l-AbB issued Staiemeni No. 158 providing new account mg fn pui-’ 

d uw a'd otbci po't-renremeiil benefits (see notes iO.and 1 1). Tlie.shdemci i iLifuncs an ei qdo' u i'< 
ss-vogiii/c ,i.n us statement, of fraancial position the overfiinded or ufKicrii.mk’d o! sa hcii,. ! 

H 
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AARP 

KoiC'n \ij Cansv>htJ4tt'<l Fmanci il Staiemeuls 
Dcocmboi 31 3^*08 


• ■• j u , t m an 3s<et liabiiii\ reiatcU io \l\€ fiinUtxl stam:^ . ;:v. > . t, 

. vv . c .3 !.c 'ibi'i Jirne 15. 20oT AARP vi\lo|iced ihe recc'gnmo'i of ?u'\kv' ^ 

% II' i\ JctcnihoT M. FiiJ^ erfett oi aJopuon of Maltn.cnt No rci.^ '”vi . ” 

• wN, 0 [!. a !' a ckvuVi-A' in nel a?>sc:s aM SSSLU^O in 20*F, 

.N iu-..’-og uML' ulVots the racromcnwl effect of upplymg Statomoiit No F8 is .' 

ifecember 3 !. 2ii0"o’ "■ i- 


Before Ailjiistmenes Xfkr 



adopfian 

Pension 


adnpti mi 

i’rcpmd pent-ion at-'Ot 

8 2IF35 

(Inthousaods) . ^ . 

4,764 

1 otal tissfl'i 

LSyi-C.Tft 

tlfi.44(>} 


l.S3,\7.3t) 

-Scciik’d poMiftitemoui 
bonol'it 

S4.r4 


(16.366) 

6', .306 

'loial ii.tbiJitu's 

1.534.2 JS 


(16,.3oh) 

l,-3n,632 

i otal nt'l asticta 

318;4SK ■ 

(16,946) 

(16,-366) 

235,1.16 


In 2U0H. AARP clungui us mcasuicnieiU date forpUn assets and plan habiluics funn Nepicmhor b) 
to December 31 to comply with the measurement date provisions of Statement No. 158. I his cliangc 
HI ntc.umvmcnl dale resulted ui a decrease in nel asscirs of SC?.408,000 in 200S. 


t lie folknuiig table rtllccN the imiemental effect oi applying the chain e ni mcisuiiineiu due undci 
Staicmeni No. 1.^8 as of December ^1, 2008 (in thousands): 



Before'" 

lulojitioi) 

\dju''tmaUs 

I’ensiim I’ostretfreniont 

ARer 

HdOlltif!!) 

Accrued pcn,.mii IiabOiiy 

3 i 0.3.9 1 9 

(In ibouttaiid-s) 

4,845 

113.7(4 

\cn til'd poMfciircmem 
benelii 

63,260 

1..563 

6'),S2.'t 

'1 onl halulitics 

},6S.5.Sia 

4,845 1.563 

1.69i.2;!(> 

Total net .iS'.rtt 

113,932 

: (4,8451 (1,56';S) 

107.524 


J3 


< ( 1 .'itu.la 0 
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AARF 


Notes to Co!isoiidatc<J Finiaiicial Siatements 


December 31, 3008-and'2007 


i at’l \ lloi- \!l tKHH'll'l'Ilfs ' / ^ ^ - 

• ' V.'lu cl '(MX' tie ! \sB issued Statemeat No 15", /«;, fa/iie Uiooi wiiO' s ^ 

C'! I ll: t 'i'lo established a I'amcwoik for nicasunna lau t.ilae, jiid e t ' 
ii-v\ -1 ^ iboiit fail \aliie 'nejsuttmems. This statcmem doc> no! ti\iuiie tm mi' 1 , a 
i.'u Nn'i I'le 1! Nil Is" Jfimes tasrs .due as the exchange price ih.ii ttoiihi IV 1, to t .• > > i 
, c 1 i n'liun. d lie Ui ,dl an asset or the pnee paid to tiansfcr ,i h.tbihls in ihe pt'tup I o< ci 
.HuanUptoii' inerkt' a iiIjWc ,o the ewiix in an ordciH transaction iKiocca ii'.iiVti p'l.i^.p, is 
s. htirept No ’s" ilso ssta itishes a thiee kscl fait satueliietaichs ihai tk'itt'Ivs he input ihil.iic 
useil to iiic isuit isH" 1 he ihiec kteis of the hierarchs are as follow s 

ian’c/ i - linsKliustetl quoted market prices for identical assets or iiabilitics in actiVe riiarkets. 

Levi i .. < )lhcf obscr' .ible inpats, either directly or indirectly, inoludiBg; 

« yuoted lUicc. IbrsiiuiJarassetsdiabiliiiesinactivemarkets; ■ 

• (iuotciJ pricc.s foi ulcniiCa! or similar assets in iioiiactive markets; 

• Inputs otliei than quotetiprices (hat .are obsereaWe for (Ih: assetiliabilityfaM 

• Inputs . that are derived piiiicipalty fom or corroborated, by otter obsmiabie maitet .da^B^^^ ,, 

Level3' UitohservEible i.npats that cannot be corroborawd by bbsensabl'e: market (Jata, 

AA.R,P uses tIuoted,.,valite.s ,md other data pfoyided bya. I'latkmalfy recognized tatlependcBt ptiemg 
.service {pricing, service) as inputs into its process for detennihing fair value of its in,V:est:nie,nts. The 
pricing service obtains market quoi.iiibns <«!d. .actual fransactiop prices for .securities that have cjutited 
prices in iJCtiVLNinia,!tets. .For •'Cciirities that' do not trade on a daily ba.sis, the priciug service prepares 
cstim,atB,s of fail' value measurements for these securitkis based upon its protjrictary. {jficing 
applications which ..inciude availabie retevant .market infbnnation, henchmatk eunvs, beBCiimarking 
of l ike stecurities, .secto.r groUitiiigs anti, .niatfix pricingr . 

Securilies with, .fixed .maturities (debt set-utitfes) other ilian't-’.s. Treiisiin- securities i,ciie.niny,,tfo not 
Hade on a daily b.«sis. The fair value estimates of .siich fixed maturity invesimvtits are based cm 
obscrNable m.tikel infonnalioii rather than market quotes. Atx-ordinely, (he estimates oi' fair vahie for 
such fixed inatLiiily invesimaits'ai provided by the pricing service arc iiickidcd in the debt securilies 
nmmmt disclosed tn 1 evcl 2 of the hierarchy. Tire estimrited rallies of l.'.S Trea.smy securities are 
mckiJcd in the debt sccunties ftiiioimt disclosed in Level 1 as the estimates arc bill'd on imadjuslcd 
market prices. 

■ WPiP'.'- cqiiitv ,sccun!ic.s trade on a maioriexchange.. Accordingly, such equity securities are 
I'lsiioscd in I cic! 1. 

.ioeM-, insoicr.ii iirstmitional rttufual iTjiid.s.iniiese funds fire not ..ijilililc to ici .f ioav i 
1 1 c^■- ..nuis do not usuulh h.ive daily purchases and redemptions flic tan i alue o tn', .in'. >■. 'oi. 
i.'o'.ii I oanl iinitwal iir.uK are based on observable market mformalioi) mhii tli in , . n' v' ,, ii ^ 
,hc cstiin.ilcs of fait value for such funds a.s pro'ijcd in iiia juic inr i, 
r. 0 ai Cl' ni aMouni disclosed in Level 2. 

'Conlinued) 
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,\AU.i’ 

Notes to Consoliiljted Financial Statements 
Decoinbcr J 1 . 2008 and 2007 


't \K‘* I- iiiii-rc'M late swaps fstvafs) cot eriHg the tanabie notes payable. I ht.se so s ,h • . ■ 
itsOti, , t:iJ> tvsis. and arc induded in accoums payable and aCktsisi ws 

, sMiami'ti!- ot' fmanciai po.sitioiL Titc Fair value (if such swaps is Kised t> ! f- it 'n 

- '..e tail i.i(!.c' jlan any market quotes. .Accotdingly, tlie estimates of iJir vaitu. loi -..t’ 

- ' . O' , 1 .. I Jed !w an otilside vaii'Ktior! firm are jncFadcd hi the amounts Jisslosed i:i Fete: 2, 

\ \i' !' dtiss ni'i et.rwmb hcikl any Level .5 •inancial in.strumcnis. 

I lie I'l'ilowmy is .1 '-.immatv <0 ihe lair value Jneanireroents of A..\.RI'’s assets ami iialnlitics wtihiii 
ihc I'iiir talue hieraidw .is orDccember 31. JOii-S; .... 



yuctcc! prices 



in e 

Sionificam 


luaiKcts 

other 


for kiciitic.i! 

obscryalik- 

Rccciiiticr 31, 

iisscis 

inputs 

21W8:: 

(i.twtl 11 

(Lfcet 2) 

(In titoiisands) 


■.Assets) . 

liquilv securilioj 

S 

9L0S3 

91.083 


IK'ln seem ;t ICS 


244,791 

32..3.3! 

2! 2.460 

Inslitutioiiiil ptutiial fumls 


580,272 


580,212 


s 

916il46 

12.3.414 

7t)2,732 

1 iabilttics: 

Swap.s 

s 

979 


979 


Ihe liut \alue tJ tuht! liiiancwl mstrumenls, pnnapaUy cash anJ cash et|ui\aleiHs auinmis 
n‘eeiiab!e ami accounts payable approximates tiietr carrying value at ncccnihi.f ti, ?t)08 and iOlL 
because of llie short .malxtnly of these item.s.n 

In February 200S, die I'ASB issued FASB Staff Position fFSt'l FAS i,'T-2, h'lkxtirc Duiv of 
f 1S'< \<i /^" 1 bP ! VS 157-2 delayed, for one year, the cfleeuvc date of Statement 

No. 157 for yl! iioitfinanciai assets and liabilities, except those rccoiaiizcd or disclosed in the 
fmancia! Stateiaems oti at least an annual basis. Consequentiy. Statcmciu \o. 157 will be effccH' e 
ti>r notifm.Hnctal assct.s and Fabilities tbrdoos). 

If Fehniary .100’, 'lie F.X.sB issued Suiltmem No. 1.5^). Fair i itlue iJf’thm lor i-itut'k in! isn'h' 
l-'iiiMitial I it>l~'h'!hk. Slateraent No. Ibd permits emilie,s to mca,siire tiiany fin.inciai insiruineiiis .imt 
< ei't I'n oilk'i uems ,il fair calue. t'ruler this smiemciit an entity is iienmncd u> inca'Uiv ciieiWv ih'ins 
..1 1 1 I y.Juc a! speciricil eleckm <(ate.s. fltis statement, which docs not rciji.irc .ip;- new l..:i uilue 
-a-'C.". IS ci'locnvc for jNcai yc-ai.s beginninc after November 15, \i,*riagcii>ejit ha-. 

, ' ;,.v: 'I'c t'air (.due option for eligible asscK and liabilities. 


14 


< 'i.a II 
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AARP 

Holes to Consolidated Financjal Statetnents 
Dece^nber 3 1 , -ZOOS and 200? 


v( ir ^!iVaunn>.have' l5l^''made'''td' the 2007- reported, an.H>im confonn in ihe ZDOS 
nresenUmou. 

McmOii Ihsiii^.jicc Proifiam 

\ \ ll‘ ^Cili3n tvpos oiZinsuranee aYanalde to Us memh«^ through Ouni |\m\ in.suraiKv 

\g{s imt'}!'' !ivi\u? 13 3 VHP !nc-, A.ARP Services, Umted.HcallhC'are Coiivsdi'on (IhntedJ. i., 

1 Oc hi ni.uue C<>>npt;.\ {^NteOifeC Gonwonh Idfe Insurajtci.* Compiun (Gein’iouh)., and Vein., s .r 
1 j -i id’Ho < n’nf.nn < Notnal niake certain types of, iiisui’ance available to AARP members, 

i 10 PS m. i ui isnoi vuUccts insaTancepremmms from pariidpaimg mcmbeiv an<l is rtquiiovl to lemu 
suvli poMnciiiN to ihud pm i \ instirance carriers within a contraemaUy \pcciiicd period ol time. ‘Ihcse 
{!aiNatnoi>> ,hc elt!^sl^^ed i> -agenc-y transaciions and, as such, arc not Kvoidcd as cithei le^enue oi 
cypcn.-cson she auompain mg consolidated statements of aciivifev' 

TIk premiums arc collected from msored tnernbers and subscquonlH reunited fo the ihud parts 
iiiKurnnec earners, and are invested and. recorded, with an offretimu iiabihh ‘"InMirvincc Prcmtmn*- 
Finable." For the ycar.'i ended Deceml>er 3L 2008, ami 200'^, the Plan vy}3cti«.ncs’d a net irncstnicnt los'^ ot 
^60,274, 000 and earned net mvesimettt incotne of - $40,422,000, respectiseh, \ihich is included m 
uu’estment income (loss) in the .accompanying consolidated statesnenis of activities. . . . 

, At the direction ol the third party insufahee- carriers, the Plan pa\s \ \RP, luc a poituui ol >he totii 
preniiums collected for the use of its intellectual prepay, which is icporled as royalties in (he consolidated 
, ,., ; siatcmems of acuMtics ..-VXR? de-i-ived 47% and 58% of total royalties from the Plan for the years ended 
DoiTmbor 3 K 2008 and 2D07;. rGspectsveJy. 

.At December 31:, -ZOOS ami '2007, insurance premiuihspay’abksvvtuxfatmprised.dffrte'fo.llow'siigi^ 


2t)08 2007 



. (huhousamis) 


Ih’emiurns payable to the iiisiinmce catti'efs 

S 4SS, 5. 

(6 

Ihu'dal and unj^rocessed payments 

16.92S-,,'' :l:5,3< 

lO 

>2 

Total'insiiraficeprenTlmjis'ijayabfe'' 

■$. 711', 242 ■■ 652,9' 

4. 


(Conciiiued) 
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AARP 

Notes to .Consolidate .Fisanckl Staiemenis 
Decetitber 3.1, -200.8 and 200? 


line iOiii'jitN 

\ \ C* >- t - .iiicuK by lypc ol sccprin wereas.folknx^Tit Dectmher 31.20158 .ok' 2* 'o' 

2008 21111" 
ilndKUf'aid 


1 .8. uo' cir-ntuni aitcncv'oblications 

21, 78'' 

; y-s'' 

Xj'Oiii'a-.ic-backod ^ccurit^es 

I 

161 --C 

fixed Income seouniics ' 

XS.4 ! 

8" 2 0 

h<nntv secnnucs 

bi.OSl. 

00,000 

iDstuuiKma.! niuiual iiinds: 

\ c^’uu^ nidcN 

:iAu-bi 

MIO.480 

Nho » iciin boxd fund 

10.611' 

p.r4 

1’ KukI tn.nkei rand'' . 

r,>56 

16,641 

L S. uocctmnem ponlolso 

S2„>64 - 

60, ■’00 

.N.tai;4'.aj;'.cj;KU{oHo 

150,100 

!5.1,S,'15 

.Miimcipai porifolk). . 

6, .154 

.1.644 

Real rcuirn bond fund 

3,148 

2.1-1 

vinej'-nng maikcts bond fund 

14,>40 

34N40 

IntcmatkniaHxind porttolio ■ 

25,3tl0 

4'', 744 

Hkh vic.ld.bo.iKl portftdkv ^ 

2t 1.505 

31,105 

Invesimeni grade .corporate bond portfolio 

46,0117 

2''.650 

■■ Asset backeri 'fuiKi ■■ 

5.141 

7,251 

Ikx'kcahiLMvrappor contract.. 2- 

- 

(21 5501 

■■ ■ Fatal H.ivestnfents:'- $■■■. 

y!6,M6 

1„0!> 7.062 

bvesi.nienl (loss) Income .'for tiieye4k-s': ended D^‘6mber''^3l;'2b0S.and.2.(.)0.t was as kdlows: 



2008 , 



{In iliotisaikis) 

Interest and di\K5cnd mccisne 

60.844 

64,876 

Net Cossl gain' ■■.■■■■■■ ■ ■ • . 

(258,4201 


Total ■ . , 

Il07..a76) 

84,430 


jjncstnieni }!us>l iiu-aine as repoiied oa Ote consolidated stateitients of3cii\iues was a' .follows:; . 

2008 , . . 2 007 : ■ 

{ In diousaru^) ■ 

Inv-estnunji (Jtissi 5!3<.imie •'-'Operations'.' (r-^(fo3) 

Imoiumeiii (loss) iitcome.'-- Sinking Fund- f22y~’n} . k 

Total ■ ' ■• "■ ■■ $. . O.T 


16 


(Cintti'nuod! 
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^iiVRP 

Noles to Consolidated Fmaucial Staieniefils 
I>eceiiiber:3 U 2008 md 2007 


\ Vw , \! M 4nti 2007:. $434OOiXOl>0 and. $484,0003M. ot t <' u >v s, 

I. ! ’ s i\ ! M iu O.t. A \.4P Insurance Plan ibr the paymeld -of member uiauanci. pm tii *>.- 

} i>, ‘ A h /r ‘ Co/i/mct 

C’i. ‘'Smh^tSv i-to sk \ auie Wrapper Coq'iract (.BW Wrappeu nbh VKI I in.snvu; 
e I'ljH <ad XlitOX imtimtional Madcets was entered into to pIo^!de hi<:hcr 

.ability h'l O' ckJ' nwestinent returns and to reddce, ihe i.hon term unnaet oi sje.tiiu - ‘i 
n"vtit.f!H»n m 'b;. ibhiJiti d markets. 

1 lO H\ U t ipnvt h.s^ I'Ao components a portfolio of imcstinent seciumes and n third panv book 
\alje pul l!-atare. (he agreement establishes* on a qaarterh basts, a spcvitlc gttaraiuced rctiun 
huNod on tnc lumov. oi the underlying portfolio, bi.storica{ gains and hcsses ol the pontolio, aud 
cettain othci lactois, WKP retains, legal title to the undcrh ing in\es(mc-nt poKfolio and controls 
HJNcstmvnt {elated ii'-ks hy setting, mvostnient guidelmes. In early 2U<(K. managemem dcouk-d to 
l.enn.i.mile the B\' Wiappc-r .for 'Strategic i-easoiis. As of Pecember a 1 . 200S and 2007, the markeS: 
value , of the i:n\csi}uen! porlfolio uederlying 'tbe'-BV Wrapper was %0 and S3 14,4432)00, 
respectively, .a.nd the value of the BV VVmpper' as a -^’hole was .Ml and S202,8^S4.(K)0. rcspctti^ cly.. 
The :niar.ket value of the investment pofiMio as detetmiiied by AARP's iuvesimcni maoage»t{, and 
the market value, of the BVWrapper. as: detcftnined by AfG and AFOON, have been tieUcd (o 
deterin.!.ne the. reported v:aiue of the .fota! . position. -.Ibe associated gain (loss), amounted to 
$.2'.1 ,559.., OdO and $(3,194,000) ibr lire years; ended Deceihbef ’3'l , 2008. and 200'7,:i'esp€ct!vely, and k 
included as .a conipcinent of investment income (loss) in the accompanying consolidaied. statements 
'■ ' of ac'ti'viiies'.. 


Futunis^,C(mtrm:fs 

The cash pcjsi:tion' bn ■futures" contracts :sdtlea daily 'for ehanges m'their' fair value, ■■te and 
u.n.real.ti!;:ed gai:ns and. losses based oit changes in -market values: of open futures crnitracts svere .fully 
recognized in the accompanying consolidated, sfatements t'f actnuies :.for' the years ended 
.December . 3.1:.,. :2008 and 2007.. ,A.A.RP had 'hb'difebt' 'expQ$ure io futures aniiracts at Deceihbe^^ 
2008 a.tid 2007, ahlK>ug:h dtey were used rn several commingled funds. 



(Continued) 
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A 

Notes to Cikinsolidated Fraaiicial Statemcnis 
DeceinK'r i . aod 200*^ 


? 5 > ^s,t\ li'ils Rcctii'xidt' 

\ . V-' r!‘- ux.-i'vfiMc ivof December ? I Hcrea^ follow >: 


Program lees 
Pahbcai.tjn 'niiig 
blscrCiU iiiul osvideods 

Cmnus 
Olker' • 

(dross actiounts receivable 
Allovsajice for doubtful accomils 

Accounts receivable., Iter ■• 


(In thousands! 


3“,4.-i2 

-'3.3’ i 

4 4'1 


10.434 

3,1 ,:2 

2.0 

2.130 

•7.4-^S 

8.S.31 

>^.505 

.rL624 

:UA70 

7Q,.125 


CkDJ 


70.122 


(6>''-oPr()pcriy'aHd Kquipmeut . 

.Property and equipment as of December 31 Avere a^ tbllows: 


Land ■ 

Huikliiigs and iinpivncmcnts 
Unmturc and cqitipmem 

Con. paler sollwaic 

I ea^chvvkl inipuncinonls 
1 es> .iccumuLUvd depreciation and antortizaficiii; 

Property and ecpiipmcnt. net • 


$ 


•S' 


. Z{I08 


(In ihonsnm 

is).. ■ ■ 

55a 10 

55 ! 10 

249,899 

239 

lot. 927 

9o ‘'20 

74.275 

■ 5<iaiio 

0.77.5 

4 922 

(172,820) 

(L-'l.O’i) 

3!5,tS(i ■ 3Wi778 
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AARP 

Notes to Consolidated Fmancial Statanents 
December 3 L 2008 and2007 


il) Noies Favidik ■ .• ^ ■ • • 

l.lse ciinying ainouiits of fl0.tes'|iay'abfe and othei: lonf-tomi.debt. as of l)eceinber ^ f ic as i . 


' \u t I’v nnu II i! inng 20'^!,notof discoiint • 

n So 1 in S04‘* in ^ 

\ I! sbk I He f Mus iiiitatu'o Mav 2031. 

!)j njt-'o''' obimniX unble Rate Revenue- Bonds,. 

ir'’!ur!u0^s 3t’ 

lvv\oh iH •• < o.cia I iuln\, mitming November 2009 . 

HvMihinj i-'cU/i i iv0ti\ inaiunng Nowmbef 2009 

i otal notes pavaWe 


20 UH _ ^ _ 3 U.i‘ 

' 'iln ,th( 3 i's ■!, i o 


s 

12 A 1-0 

124.053 


sO opo 

50,000 


m 

.25,QOO 


I'5.00u 

15,000 


! 6 tlOO 

16,000 


230.009 

230,05:} 


'Uk* maturuy dales ofnolcSpayable'wereas'tbllows (iin .:,. 

200.9: .'...■ ./ ... ■ S'.. ■■ .M,000 

.2031 '.■. ■ ■■ ■.:■■■.■■... 575,000 

2034 ' ■ ■ ■ . ^>d) 0 o 

$, . . 231.000 


Total interest, expeikse^incurre^i for llie. years.' edde^ '2008 and 2007 was $f3,14<>,000 and 

$l 4 , 9 a 3 vD 0 a,t“especliyely,;'' 

(a) Fixed Rate Nates 

On .3001, , AAR.'P, Inc. issued 'littseini'Fed 'fixed, rale 'notes in, the: aggregate 'aniaunt of 

.S:l35.,O(K)..{.)00.Td:r penna.nent.fmancm'g'nf'ihejAARP Headqiiailers Bui.lding. «nd:bearing interest at 

■ .7.5%, Imei'tSt' is.' payable' :monthiy.7Based;'ob.--lhc;bQrrdvving'raies tn:irrent.ly.'..avaiM^ to A'AR.P for 
fixed rate bonds, wi'th similar tenns andiax^iiige inaliiriiies, the fair value of the $::f 254)00,0^ -fixed 
rate. debentures.' is'' app'roxi'mal£l;y:’Sn'7, 125, 000:-and-'.$l5i, 973', 000 astof December 31, 200.S and 

■ 2007, '.respectively, ■..'■■■ 

(b) Variable .Ride Nates 

On \[d\ 1, 2001. \.ARP, Inc. issued, unsecnr^. variable rafo'iiotos in the amount of .!>75.O(H)2)0i), tor 
pornunen! financmg .of the A ARP .Headquarters Rmlding. 'Hie variable rates were elTeciively 
changed to appto\iinate(y'5.40% fixed h-nnual rates by AARP entering into tuo iulctest rate swap 
agitvments wnh JP Morgan and- Bank, of Arabics. Interest is payable monthly:, On December K 
21104, AARP made debt repayments of $25 ,000,000 on the unsecured variable notes, . 
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AARP 

N'otcn to Consvihd^ted Finattcwl Siaiemcnts 
December 3 1 , 2uOS and 200"^ 

>\'i trnf t \'i imbiu ^’iu {able HGte Revenue Ban^s 

^ M 4 v:>sb>-j ’1 2t»04, the Founthuion {$&iicd 30year Disinci oi’CoJnmbta Variable \U\v . v 
'm* \ ^ Si.nc'. ‘^KM :n the vimounl of $25X>Cf0,0O0 to fitwiice the puivha;ic of r^u’' >’" ■' 

'■w,*s'd \\Hhin liie A XRP Headquaitcfs BniWing. The t'»ondf bear iiiteieM at a i 

.k- c! b' ihc Rcm-irkcting Agent, ba.sed upon maii'et cotidiuons of tvsclhng the b,,s ,k n , 

iurnket >3ic. Accraed mtcresl b jnivable imniihly, fhe Foundation ma> elect .u ans oan U' 
.oEv.eii to a fixid iircre.<t rate. As ofDecetnb<*r3l, 200S and 2007, ihc nt'ies had an inieu\N‘. nne 
1 20'b. vsiui 3.4S'b,. je>pecri\ely, 

{ he roundatk'n iia^ ob'ained n letter of credit lo secure repaymem of the bond tuiath no' ot' its ol’tice 
space, ihe leiK-r of credit eoostiunes m irrevocable obligation to pay the bond tnisiee up to an 
amount cquai to ibc 'Um of the princijxal amotmi of the Senes 2tkD Binds oiustanding, plus an 
amount equal to uUercs? lor 33 days on the prinetpai amount of each bond ouistanding. 

(fl} 

On Janiiaiy 3. 2005, \ARi\ inc obtained an unsectned revoKing creiht facility with a maximum 
principal amauiU of $l5,0O03kKi from a commescial bank. The ciedit facility bears interest at a 
Ouatm^ i iBOR mte plus 16 pomK As of Dcs.mbcr 3D 200S md 2007 the Uvdn lauhts Iwd 
an interest rate of 0.62^o and 5.03%. respectively, Intei'esi on the credit facility is payable quaricrh , 
andthecredii'fknlit:yexpiresNWtnnber29*,2000^ •. 

On Docomber 5, 2^06. AARi . htc. obtained an unsecimed revohing credit iueility \siUi u inaxinuun 
piiiicipul amount iT SI 6.000,000 from s' commercial bank Ihc eiedit iictktv bens at i 

Ihumig 1 fUOR kite plu^ basis points. As oflXcembei 31, 2(XtS and. iOO?, ■ihc.uahii.aeshix hud 
an intercs? raie of 0.06'% und 5.03%, respeedvety. loieresi on the civdit facthty is payable quartcrh' 

. and the credit facility expires November 2X- -2009. 

(el '.Smip Agreements"-' . 

<\ARP 1»c. has two interest rate suapagreetnetUsCswapsheaehcoxenng S25,000.(H}0 ol the \anahlc 
rate notes, Nsiuch uerc s'xecutcd to manage the^aiiabihty of the mlercst expense asMwiated svitH du 
lloaiitig late debt \ ndei the s\sap agteements, \ARP pays tlxed annual rates of appioxiniatJv 
5 HT% ami rccen e.s an amount based on the notional amount of each swap at an niteicst into equal to 
I URhl The terms of the swaps prc\ ide for riei receipt or paynieni on the fn st of each nk'nth. The 
swaps are leported nt ihen fatr value on the aceompimying consolidated siafcnicnts of financial 
■position.': . ■■ ... ' '. 

Tlie net inteicst viccruaiv which is the dilTerence between the monthly lived pjvirctU on ihc swap and 
the N.inahle icscipt fumi die .swap counter-parly , t$ recorded as lute^e^^ e\pcn>c loeethci with the 
.ntcie.N? expense on the fixed rate and other variable rate debt in the ascoinp-inying uon'-olidated 
siatcincnis of acti\iiie.s. Tor rhe years ended December 31. 2fHJK and 2btb\ \ VK}’ recorded a loss on 
,hc oh.nuc in Ian \a!nc of the swaps of SM~AU0O and S54L000. tcspev-nvely. w nhin nino.ietn.ini 
. nd genckil expense', on il*e acvom|x3iiymg consolidated statements oj .u uxio^.^ 
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AARP 

Notes to Consolidated. Financial Slatemcnis 
December 3 L 2008 and 2007 


i!) a /D UiteJ Sinking Futifi 

'm '*! 5 iK \ XRO Boam of Directois atitborized ihx. cieiuon md tiirnFm. i'< 4 >' i». ! i o i 

p t,<*i id ts p.urnem of .outstanding notes and bonds jxnahle Ibe df.smMtevnniU! t . i e >. i 
S' tjU ) iH)0 pti ^ ear, ru be transferred on or about.Jannarj'; I, <ii each \car 1 ^•■v bjpnu c <h , v '' k 
i a ci a. of I Ci^i'snhor 20OS and 2007 was. $50,348,000. snd 0 lHH> uspLut ^ iu 
‘huv ujj I ujiJ is-^cts uere included in investmeids'm ,the.accenipsin\jng ci.Lsol.J.itcii r.tau?.. it s. 

I r uual ]mat'on 1 he net inveshneni loss on the Sinking Fund m\c ! toi the \ai! ta 
iJe.cdiK! ■'I fOOS was $22,513,000 and the net mvesiment mcomu on tie SrAttig m 
u’se iinunwot iiw s ear ended December 3 1 , 2007 was $4,479,000. 

(8) licnmeTasis 

! ho stemliL, ml !.imiponcnts of the provisioir for incline taxes were as follows foi the veais ended 
Dcpcmbei t ! 20as n d 2007; . . ■. 


2008 . . 2007 




(In thousands} 


Curu'iU 

Federal income tax 

S 

12,293 ■ 

6,086 

vSuite .sncome tax ■... . 



■ 3,674. ■ 

2,243 

Cun.‘ent. income tax Expense.. ; - 



,9,2» 

Delened 

i cckial income tax 


1,074: 

(20S) 

St, 0c income tax. 

■■ 

386''"; 


Defeifeil income tax'beuofit" 


■' 3, .460;,;",: 

(32,7) 

Total income tax expense 

s... 

17,427 

8,902 


fContirmed.t 
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AAKP 

Notes, to C-onsT>iidaied Finaiicia! Siaienjeuts 
December ? I . »(50?% and 2C>K}'' 

I'c cs-T.ponems of tbc deferred tax as?a. xshich-«etc tnolndcd m picp.aJ aa 

M ik-ixn'Ocr 3L ILiOS-and 2007. were as follows: .. - 

■■■■■■■■ ■ 2iH'm ' 2007 

i tin iho\.isinHis} 


1 Vkned sin-onie I SN 


1 Til]'!!,)) CO htnciits 

\ 

l.fo! 

s - < 

Acc-iued expenses . ■ ■- — 


' .2.2.14 • 

■' 's , 

DcipreciatiOn 


t47) 


iKid deh aiiowarice 


OQ • 

2 

Partiis-rship income 




■ 

1 and dclbn-e<i inconis fax assets - .. , , 


■.TT58 

' ’I)-' 

Deferred inuiiuc lax JjabiiUv: 

Propcit)’ mx cxpen'C ■ ■ ■ - 



!2m 

ioial dclc'-tco metiPie tex Imfoiity 


__ 

. ■ '^onr ' 

'■(2.3'j 

NT'i delerred.iwconie tax asset- 

. s . 


. '%m'. 


Income taxes ]xnd h\ AA.RPr OK.j.Ffoandal SmaceS;Cpri>.> ad^^ Sei-xitc'. dunne 2008 aud.,2007 

tutalcti Sr/02s 260 S6;645, 506, .respectively., aitd-'cdHsisfodAastircJy ofeMim.ited fodchii Jtid state 

. income tax payments. 

■(0) ■Grantilevenw.. ■ ■ . 7 '. 

I he f( utKialutn and I Ch adjn3nis{dygrants.received;fTOfp'''ldien-al:ageric.ies and pH\atc urjiani/alioiis,: Tb.e 
putpanisarcdescribedbdowv-.; '7V.. • . ; V, 

(if/ Smm' Oimmunit}' Sen^ke Ettiphymt^nt Pri>p-atti(^^ 

St'bl 1 pro\ idev subsidized assigrmfonts and.jbb traiiung. for persons 55 ami older whose income is 
at < 1 ? below ol the federal- j>b>8£i^-' 'level, ■'ntejSCSHP proieci. is .pn.maril\ funded h> the 

lb nepaiinkie ot I alx>r totalmg- a^^rosiniafoly !!l79.i'ftillion and ^’’5 mdiuni ior tiic s'cnis ended 
i)i,>'unber 2UUJ< and 2007, respee'dx'ely/Tliecmixin'tcommitnient expires in June 2009. 

(h) TaxCiUffmlmgforthtiEUhrlyCr^^^ 

lax Aide proxuicsxfolim.teer-assjstabi^- for federal inebme. hm pieparauon assist nice to low »nd 
mode!Ttu‘ income pem,ms thmughout. the eounify, with special .attentioir to those 60 uid v'kh t S he 
Tax-Aide gram is i.pnnvanly .lutid^ by. .AARP •. ai.id .Ahe Imema! RcM.iiue Siiuce tohding 
approximatdv 54 niilUon -.and $3 biiUton for the, ; yearn- ended. December M 20!)S ind 200', 
rc>pociiu-iy. i'be current commitmeiitxApifss in September 2009., , . , 

The contHmaiion of alTgt'anf- program's bewnd expiforioe -of the current agreements is subject to 
future commitmem of funds by sponsoring agencies. 


- iy 
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AARP 

Notes to Consolidated Financial Statements 
-Oecember 3 2CKj8 . and 2007 


.’lofisHd Htovlo Ft'ii^inn Piaii 

^ .i'ii'U L'l-j'iiAec- of \'\RP pankapate in. a udb,cpi5tribmbr> defined benefit pen^u-n . i ^ '< » i 
N \i\!' l!r.pU)>vi.< PenMon Plan (tbePhn); The Pjan co\>ei-s al! etH|>!o>Ci.s nuvtme . 1 -^* " >. % \ 
iv'iM! -loem •>. A \kPA fiinUmg poifcy is to. coiiin.^to an araomu equal Ui or ueaict fi.aa Jie i.ii; ,i 
•o.” j-e ieLjiuierJKnts oftbe L-mployee Reiiremeat Income Securin Au ot F>''4. a-- acuuu.ith oet a 

J on I! k\i.i po?u'mage of payroll costs. basis,, but nor gieaiM* than the inaMusum u\ i,. 

Im-.i issti-, .uo ;n\esto«l m equity and fixed jitcomd seeuriries manatic d h\ onwtoe fund mauanti 

in atui 2'yr. euiplover conmhinions to ihe Plan were. 8|bX’UO,Of)fi and 's^O.PiHtA'sn). icspeetneK' 
\M{V wis iKu K-quired to make a contribution to tbe PIto in 2fi0S. Ho\tevci, A \RP plan^ to m ike i 
chscrctionary S ! fid^HfOOf) contribution tn 2009.. 

The net jicnodic pension cxpcn.^c for the years ended December 31, 2tHl8 and 2007 v\as -S19ASO.OOO and 
S:H).5‘'0.0O0 v re^{5ccu’\fi>. I fie components of net p€.nodic benefit cost foi the vears endeti December 'D 
2008 and 2u0') %vcr.e as tbl lows: .....' 

2008^ . ■' ■■."■2007". 

{Ill IhmisaiKisi 

SctMcecosi $ 

Imercsi cost . 

,Kpenu!rtiumorfp.}.abassets- 
Ainofti^.ition nf actoartal.ioss 
Vmorti/atioii of prior .s.ervice cost 

S "■" i9.38(): . ' : 2(K570 


17.500 !6;r.{2 

2:2,133' ■|9;?26 

■(23.,39.9)'"""" ■■■ ■■ (2.1.163) 
3,870 4,892 

■ 276'. . 303 
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AAKV 

Kk'5te5> 10 Con-^ohdated Financial Statements. 
Decenithcr 3 1 . 2008 an J 2007 


I 0 I < . < _ M- s I. ■! it< Jie i'undsJ stare-: of the 

Plan and accraisi. pension lubiUn .-stO > 

1 L p, J p. ' 

' N!. j 1 1 iLo .tct'iiin .ming cansebdated statements <if financial posmon .n DiXvnOvi 



MOS . 

2007 


Vi ^ (Imhousa! 

Ghv J 

• ' ri't -n elil.ii.itiiiii 

' *.r'cih o‘dji'.U'os3 i! hceHinmg ofygar 

b (J.'-.pv't 


.service cost . • . 

(} ./..sOwi 

s !t\,sl2' 

Itsierea eo-'i 

t22,l\B 

lh»,72M 

1 Oeil of elm'in.idne earN measuremem date 

f’.dp'l 


Aciuana] gatn 

r 872 

7 PH 

Benefits pmd ' 

t),'63 

P238 

Benefit obligatK'n at end of year 

<357,6121 

(33''.()57l 

(.’luniie m plan aS'Otv 



Fair \ahie at beginning of year 

338,446 

201. 660 

Actual return on plan assets 

(10K.7.?2l 

38,01.6 

ttontri.bntion to the plan 

1(1.000 

1(1,000 

1 tliU of tlini!natm..cajK tncasitrcmcwdatc 

■ ■.,7..,897-,„.:i'.,:i ■■ 


Beneltt.s |ia!i.t 

l«763l 

( 7,238 1 

Fair value at end of ycar 

243,848 

338.446 

rUUded MrltlLS 

(Ho, 764) 

784 

l-ounh quarter eoiuributioti 

■ ■ '-w--'- 

4.000 

(.‘\ccnicd pension habi!ify)'pi’epaitf 

pen'stoiV'-a&set S. . .41 1'3.764} 

4P80 

'llic assumptions u.sed to deteiiiiiiss the lreiicfif,'dbH.ga(jdo'ili tfe' acttariil: valuation.: at llie 
r.OOS amt SefttembiT 30, 2007 ineastireinciit dates were-ds -follows: 

Ikvcmbcr 31. 


2008 

2(107 

Disc^m^U Kile 

645'*., 

6 3n“n 

ruuaiM,idsU\ j'ncrca.ves 

■ , 4.00 

44)0 

Ujc u^^,d It) dctcnm’oe «et peric^ic. J 

lenefit cost in the acmarial \'dlaaiK'ms at December H, 

2008 siiui ^cplembl r ^0, 2007 nieasur<mjeot'da'tes- were'a's., fallows; 



2008 

2(1(17 

■Discouni raie 

6.3037 


fixpccicd loiig-ici III KUO of it-n.it n on plan assets' 

S.OO 

x.oO 

1 ,11 uc ^vil.uv uK■■K■a^c^ 

4,00 

A 00 


24'' 
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AARP 

Notes to ConsolMateit Ftaanciai Statements 
December 3 1, 2B08 an<t 2007 


! 1 .'j.-i-, o 7c:t.nicit an appropriate returtvbS pIsii J'-'-Us AARP eonsiiieta its a. ir^ i i i 7 > 

ai'v vs'i IS 'll,, ai „iui expected retunstha can be achiesedcoth the saneus asss'i <\ C' > 1 h • 

I ' )ei<.iii'o, • 1 1 , dtiiA, Ji.e leiuins on plan assets froM 2sKi4 to 2s.>03 tterc as ti'ilows ’ i " 

I (, , .I'C 1 1 i ' I, rv pcitisslv Matiagement beiicws that the cooent asset altos iiioii <u.a‘i. an s 

a isIl. " i le u' I'ciimi on pian assets of S%, 

II IS I'l.Kd o. ciace .is.vi aiUxxtlion for plan assets svas tte follows at litecember 3 1 : 

.. . 2008 , 2( K> 7 

A 1 a I s ttego'tos' 

I ijuiis sceiititics ' 37* 

I Kilt i-ecuntK’i s ; i a 37 

Alteiiijitixts 4 

Cash aiuit.tiems _7_ 

I00''(. 1{)0% 


67% 

.28.' 

4 

! 


The taigetoi alkicaiion ol the msisiment assets in the Plan is for eiiimies to comprise 6>'*.. of the 
imcswicnt pi'ttfoho, tiebt seeuriina to comprise 30%, and alteniaines to comprise the riinaminp 5"n. 
riicsc targets ate not intemlcd to sette as a rigid eenstraint cm the tinosiraonl allocalirm. 'Ihc billowing 
chart sets out the mminiimvand maxiroiim posiltons for the Various asset olusso m the Plain 


..'Vs'set class" 

Equity secutiiie.s 
Debt sccunties 
..‘ytemalives: ' 
"'".Cash equivalents 


Minimum 

Target"., 

Maximowi 

6!%" 

■65%,'"..'. 

7"!'% 

24 

.■.:.!....30., ,,":! 

■■ "SZ' 

_ • 

■ ■■■■• '.S' 

! ,7 

■7' 


V \RP notes that at Detiembcr 3 1.’, SOOSi .its assefalioeatiiHtt.fbr the peHsicin plaii. was bWsicht of the, targeted 
laiigc sfctiwti abosc llie viiiue of the pension assets.siifferecia'sigaififcStit decline in the fiwftli cniaiierof 
3008 fARP I'ptid not to rebalance its portfolio in lire fourti" quarter due to unpreaidented volatility in. the 
mstf'tmmt m.iiKcts 3 ARP plans to rebalance its asset portfolio in 2009 in order to return to the targeted 
asset mtx. 

The fojlovfiijf , 'benefit payinents. which, reflect! expected fiiiure scn'tec, are expected la be paid (in 
thousands,): 

.■>(104 
?H10 
dull 
3012 
".to 13 

h'c.irs 2014 -2018 


(Coniinneti) 


S io.i'l 

II 4fts) 
I IN.'i) 
1 1.66) 
Ks.'SU 
5(4 224 
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AAHP 

r^otes to'Cdiiso{idajed:FniaiiGial Siatemenis. . 
December 3 i , 200S end 200? ■ 


\'S’ 'i.i; ‘ '-'r 20US ixn vti recognizui as a^mponents of nei periodic ber.cin cesi mu'. ; e’ .n . i 
i'^'Nunihousanils): 

Ne! aeniariai-loss"'-....'-. : So..'.' U 

Prior sen''ic'e:ca5t'. '■ •. q- • • : • i.tHd • • 

Total S. . . ■ .- UCU27' . 


r 'ii’u-aoiN lo he amonizcd inio iielperiixiic benefil txwi in2O09 ate S?.8n3,oOu fioru vIciujiksI lovs 

■aiKi $2] 2j,HXHroni 0 oor 'service c-os't: . ■' 

Cii) fostrctirenieiil .Health Benefits : _ 

All einpknvtv of and Us aftlfiatcs may become eligible lor co'uimnng iieahi' kwic bencfiis a!U‘i 

uiircnicnt if they meet mmmiuin age and smtcc requiienicnts and arc co\crcd b> an AARP cniploviv 
ht iltli ue'Ciarce phn at the date of rePiemciit IkaitLcaiC bencfiis are proMded ihiougfi the AARP 
.Empkwees'Wd.la!ePlaii(tikJ\¥dfareF 1 anh''''..' . 

Fhc ncl poslrciircinciu health benefits- expense for the 3Velfare Plan for the \ ears ended Otvembtr 1 i, 2()0S 
and dOO" \sa>. >6 2^1 Ot)o and S6.803,00D. re«pech\elv file coniponenis al'nd periodic lunofit cost fot the 
. years eddtxl,Dec€inber 3K 2008 andlOOTatsias-follows:-: • 



W(S' , ■ . ■ 

20(17 ■ " 


(In thousands) 


Sonicecusi 

"S 2,4N ■ ■■■ ■ 

' ' :,.!0S 

Inicrcst cost 

■ : ■ 4,400 

■4,1S4 

Anioniz-atiiMi vd' actuarial gain 

ISJO) 

1407) 

Amorti/v-nlon < fpfior sen ice cost 

. 217 

58). 


S h,271 

bA03 



218 


AAtiP 

Nates to Ci)!isoli<fated Financial Statemenis 
DecembwJI, 2008 and 2(»7 


'll,].' ' io'i'i till’ change! in beiieiitobligattoHS, changes in plan, assets, and ibc > "i.is- ui c 

>-1 tC I' ' ..UK-ii K'rtci’.t cast shown in the accompam'ing cotisoliiited stncmtiK li ‘ n . 

w iJ.c. n'lc, -I 

20(!» 2007 


* ’ i.tec ’V hcncoi i*hl cdSion 

Oi.’.tW iib.toaiion at 'teainnng of tear 
1 like of kill’ll la 11 , g e.ult mcasnrcmcnl dale 
Service cost. 

Imerkst COS! 

\Lt«a Tul (lOkS) ^llll 

Panicipd'ii consibudoiis 
.Benefits paid 

Plan amendments'" 

Other 

Benefit obligsition af end of year 

Change ittplaniassets;;' ■ " ' ' 

Fair value at 'beginning erfyeaf 
Eniplo'yer COTitritation 
.' PlaBpaiti'c.ipa'n.t's’''Conf.rikifibii.s'''' ■' 
IJenefits'jjaid: 

Faif'valueai endofyear'' 

I'micied-., status.; 

U.nfi:H5de.d benefit obligation . 

■ Unrecogiii^ed pTi-or'S.en’ice'cost'' ' 

'. 'U'irrecogni?.eci acluariai'gain '. 

.Fo'urfh quarter contribution . : 

..Accrued postretirenieiit benefit cost . 



(In fhousaiKl-s) 


$ 

S6S,28t) 

K< "'i 


(1.214) 



1 2.46 5) 

|2J9s( 


(4,400) 

(4 is), 


13.721) 

5,01 1 


(2%i) 

(207) 


:.i(v 

.2,063 







$ (69,823) (6g..2.83) 

1' 




.1,91.7 

l,8.S6 


'.aeO'." 

.207 


(2.1.67')) '""''r...':'.'.' 

(2,063) 

1 ' 

$: 

(69,823) 

(68,28.3) 

■■■'.' 475 

$ (6.9,823) ' WMB) 


A.S of December .31,. 2008 .and' September M,.' 2007, the 'weighted average ' dBCbUht rates i.li;<;d in. the 
a.cfoari.a'rvsttaij'tion were as 'fol1o''W'S': . 

2008 : ...... 2007 

Ihj'd of year'benefii: db'ligation 6.1..,5%. 6.30% 

Net periodic benefit cost 6.30 ’ 6.00 


Fctr ineasiircini'tu puiposcs. the health cafe cost irehd, rate w 9?4 for 2008 (the rate "iva,s assumed to 
decrease griuliially to 5. Pi, through 2012 and remafft level fhereafter). 


(Coiiiiuuedi 



219 


AARP 

Notes to Consolidate Financial Surement? 
Deccmber51. 2iX}^ and 2007 - ' 


I I' ' \ ui'i Oeneo! p.ixnionls are exp^te to be paid.ftn thousandsl:- 


2(lpQ 

S 2.501 

20iO 

2.605 

20i 1 

. ■ . 2.Q22 

2012 

. 3.!5S 

2013' . 

3AiI. 

Years 2014 - 2018 

20.6M 


oi.oji,N a‘ Oc'.vn I'ci 31. 200 n m»t >c'i rocogmze 2s> components of net porioiiir benclh eo^i undcj the 
pnntM kifS i!emL!U No JoS (in tliomsnds]. .. 

Net acumnalloss "■ . .. '$ 3.630 

Pnorsemce credit " - " ' . ' '('^.'718)'. 

Toiai:- ;7-V: -$ .. (4:0H8) ■' : 


INumared rtinounts to hi. anKJnize mto net periodic benefit cost in 20(W arc Ooni actuanal loss and. 
s'^hd.uoo tu^in pi itn service credH- 

[ he heahhcaie cotvt ticnd rate assumption has a si^tificant impact on the postictircmcnt hcnelii costs and 
(bittiattons Hu. tffeei o*' a 1% change in the as3u^'#"heiihhcaTC cost trend rate at December 3 1 , 2008-, 

. would have resulted m an S.II,S17.00D- incresse ot a S^'^68 0\t0 duKise m the ucumulautl 
pojiretuement benefu obligatiotK rntd a Si,435,<KK)- iti'crease or a SI. 131.000 decrease in tlic 2('i08 
agyeiMtc ‘^eiMct and intesest cot!, 

Utc effetj oj <t l‘'.> titange m the assumed healthcare cost- .trend rate at Dccembcral. 2007, would ha\t^ 
iV‘>uiicd u) an S) I ”22,000 intreaso or a S9,467i000' dea^ase in the acciunulaied postreurenjent benelb 
oblrgutiorL and a Sj,30i 000 incre.5scor a $l,171',00Qdeej:«»sem the 200'? agemgate sen ice and inicrcst 

: cost. .■■.■■■• 

(12) Emi lo>t‘c lliMbh Care Uenefjts 

A SRP v'pi-u tc^ undcj a '‘pn as yobgb^'model for Employee health benefit'', ctvth obligations King funded 
from goncial ..(upoiati Fof the yearn ended' Decentber 3!. 2008 and 2007. expenses fot the AARP 
Wt'l.laR' Plan foi 'Uneir hcahir oaib-- benefits were- Si6;.990,000'.and''Sl7.678',001i,' :respeetive1y. As of 
December 2(^08 and 200“^ .AAKF hada liabiJiA selaied lo the'JC beneiiic oi SdAU 000 and 8 J- 220 000 
respecucols . ubich w.as mciuded 'in' 'aocouDts' payable and accrued expeiRCh on the accompanymg 
consolkiiHcd s!at>.inent^ ot llnimciaJ pd^mon. • 

<131 Defined Coiitributidn Flan 

Fffecii\c ,fanuar\ i. 1098. A ARP aiKi: certam; a'fllliates..panic!^^^ in a viiuJc-cjHpkn'ci defined. 
cvm.lrdiuuon plan thirmgli thcAAAR.P Employees’ 40i(K) Plan; ' - 
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AARP 

Noies to CottSoHdate^ Financial -Statements 
pecemfer 3 Iv 2008 and .2007 


\ \R0 iM .\ Ocs .m cninbu*r contnhution lo -he 40l(kt Plan, which aiau-lk';. r 

V -ni.s'Hii.a'ris up U' of employee compensarion. and 50% of employee cs.HUi'butKuv.. (>‘5 u v i ^ 

V 'L>pln\ci.- v.nnipcnj’cUioii. up to the inaximuni Umiralkwedty law. For the ye.«< ended He. ce i < 
iv’ .‘'ou ■ A M\i%iiipliAer contributions to this plan totaled S7.852.000 and ^~’J'i55,00{). rc'iKi ■ i. v 

< Ui Hiu.rit 1>{ st^naied I ni-eslncletf Net Assets. 

dc’^i|'{s-iU-<i nel aN>ets at December 31. 2008 atid20<1^ ere ailablc to fund the i,oi!ov,nn,' 

200H 

■ ' iln thousands.! 

Debt rourement .sinkma: fund - . 
luvestmcrn ear.isnuN rosc!\e 
1 oundatton quasi esultmniert 
I oundation boatd designatod reserve: .. 

LCF ipiasi cndou menf 
tJihct hoatd desiunalKuis 

Board desigrtatecl .heras&ets 


(15) 'reinpiirarOy Restricted Net Assets 

Temptrrar.ily restricted heC .assets coiisisted primariTy"oriie'tasseit8 available for fumre.peridtlsv 
(If)) CommUmenis and Conlingencks 
(a) Leme cwfimffmmts 

A..A'R.'i^ ieiises' o;ffice.s, in;fdnsiatib!i bebtefSvah^'wafelioiiSe ftvciliiie i.n.'9:flocat'.{bt;!S''ijftlie' O.So 
territories under operal;in.g"'. leases, with 'various ''!ea.se: tenn.s:, I'otaf. j-ent, cxpcn.se'. incurrecl. 't.inder 
, operating leases 'ivas SlBJOB.OOOand $1237^'»^C^'in-:2p08 and. 2007, ■rcKpe'cdveiy. 

Future niininiu.m lease payments, esclusi’i^ Of addifioiial dperating cost.s, at .Deocs:nbe.r 3.L 2008 are 
(in thousands): 

200 ^ 

2010 
201 . 1 . 

201.2. 

2013 

2014 - 2022 

^ i 20 J 4'4 


I5,71S 
14^40 
13.075 
12 380 
MyaSs 


s 

51 i. !4S 

.. 69.2(i0 
!(W>4; 


"l!.n.5 

l5',i4S 


If' 05 ’ 

i 2.987 


2J(>I 

,2,48.3 


475 

'741 

■$: ; 

,S,t.348, 

205.46! 
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,\ARr 

Noic^ Con'solUftced Firtancml StatL.mvfn.s 

December 31. lOOSaiidiOOT. .. 

^b) ttmiinuencim ■ 

hi '<\\ renmd cnmsc bu^'ine'-s \\K.P la, subieci tci claims ml U'.\sun>. ( csm. - , ^ >• 

■■'4) be covered, in fall or in pari.b) exiemal insurance cocerage. A. VRP has recaj!> hoc.. aned . 

1 ivv'Uji- idiHmg lO-the bv'nefe ofiered by AARP endoiscU third pany punuictH X XRP n, 
jpuioudv dciem! these suits. Die amouni ol'Ioss from diese i3■w.sul!^ cannot he e‘-:niL.ud a- c 
rh^arber D, ^bUK 

s ^9«bsci|i^elli Ivvent's 

i’Ci cni nnukei condiiions Inise te-suited in an -unusuaUe high dega'e ol volatiHiy and uuTt a^cd n.-ks rci.rcd 
h) short InNiii h |nk1j!> of eertam investments held by AARP. which could impav £ she 'i alue of investateme 
a tier ilu' d<5fc j>r‘fiC'>ecotj.‘‘obdated fiiidncuil statements. In vsdditioii. sub.sequcnt ti^ vear-eikl there has been 
a dec! toe sn the lairvaiueo.f AARP'sinvestmeiitSv.. 


- 30 / 3 
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Ciigitss ot iJir ilitttcfc 


jan^la^>^26^ 2010; 

Rick- Smun 

Seiijor Vice President lor ?oUcy 
Pnaitraci.mc<tl Re^ftf'rch and Manufacturers-,, . 

■of A.mcnca (PrtRMA) 

950"F Street NW 
WasiFngtoii, D.C.'2'0004 

Dear Mr. Smith';' .' ■ 




Tliaiik you far appearing, before the Subcommittee on Health On.Deccmbcr^ S,. 2()C)9, at the: 
heaiihg cntilied “Prescription Drug Price inilation: Arc PTice.s Rising Too Fast?.’' 

Pursuant to. the Commsttee’s Rules, artached -are wTiUeii questions for the record, directed: 
to you from ceriaih Members of the Committee. In preparing your answers, please address yGur 
response to the Mepibcr who submi tted the questions.; 

Please provide yoUi: responses by Februtuy-- 20 10,. to fiadey Green, Chief Clerk, in-- - 
Room 2125 of the Rayburn House Office Building and via e-mail to 

. Ear!e;v.Grccn@ mail .ho usc-gQv. Please contac f Earley Green or jenn.ifcr Berenhoiz :at (.2()2) 225-: 
2927 if you have any questions. 

Sincerely, y. 

Henr>^ A. Waxnian- 
Chairman 


Attaciimenl 
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The HonoraMe Bruee Bralev 

1 , What actions has PiiRMi\ taken to eosore that brand manufaciarers arc aware the:r 
products are not properly registered with the FDA smd thereiare %\ ill no: be eufered 
by Medicare Pan D starting January 1, 2010?: 
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Picard I. 

■ tVOrJ VCi- r'!._iJv’CWT 
1=') -n »i AND , 

' 'February j. 2010 


bo Fa ivrable llruce HnOe^ 

Iv rasiUi-O or i aEie Co: '’.'r.,:oo 

^ ^ 'ca sulc,-. House oirRopreaentathes : , o 

H 2^ i\oo 01 a: Iiouso E^nioo i-^snOmg 
C 0 . nb'o'.oii. ;2C 2iEolb'6l 15 

Os S s’ ' Cov_*_l s, F 2 

Ho.u i. .ini!ros-"‘:un Brnic" ' 

Tbu-i iettOJ’ iVsOonOs: W yru’.r Foliow-up- qitesoou r:Ooa she .Deceifibci 8’’'' hcat'iirg. "'\5 h.W , 
jotion i’liRMA has takoii t.» er.surc that braoJ or.uia&etitrer.N are au.nv ilu-.r protluets jio 
aoi p(operB agisiei'eJ''.'ilhihc i'lJA aisd.thercfcre wiftaH bccoreroii b> Medicare Pan 
D iiiiltug 2010?''' - .0 . . . , . 


ih.e o’cniors P r Morfkarc and Medicaid Services first aartrounceoi in tlicdUH) Cal! '..cKer 
us proposed police "io begin rcjecliag prescriptitm drag evctil submissions on Jamuire 1 . 
20li) with natioiuti drug codcs'tNDCstJibr evhidr tbc; FDA iS utvibie lo provide rcgalaKu> 
sdiius Jeicrmiiiiitions tiii't'ugfr 'iheir regolar procftsses."', ! ins eflon lo match coveted Pan 
n drugs with a list ot'MIH's registered with the FDA wasatt effort to help Part D plan 
sponsors make dotennm.ukins or; which drug products are Pirn- D dri'i's. W hen t'MS 
released uic draft 2‘ idCa!! leitev-rtvosharad'tte'rfw-umcttt vvith our m.,rihers. 
ihroughout the sear wc understund that the I'isrOf uiinsaSchcd NDC’s has decreased 
signilicaml) as a result ol'maintfacttirere.'repacfcigers mid others working with l-DA to 
ensure NDCs are registered as appropriate;.. '.i. .-;:-. 

V\ hile PliilMA is not iinohed in the business 'oreontpliancc aciiu’tiesiu'its member 
eompanies, we have -ecciul) sentaiiolice lo 'btif 'cdmpaixies i-ominding them of this 
t MS-FDA imtiatne and that anj remaining ontnatchediNDCs of theirs should be 
remedied. , 


I aiipreciats the oppoilanihffo re'siKmd to -yotir ■question: 


Siiioereiv. 

. X'l, f) 

Richard 1. Smith 


/ J c 


\ 


Pharmaceutical Research and Memfacturers of America 

95D F Street. NW.Washingan, DC gooes •Te- 3C2.fl35.35?2 « FAK: 202-715-7075 
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February 4, 20 1 0 


; '-,e i 'o» i 'diOc Hetu\ 4 ttuxman 

yj'sirmaB , ; , . 

('urinOttoc uf? r.nurus (inO f'onmiurce 

2125 Ruvburn Hou.-e Office BuOdinu - - v , ' ' 

5¥ashmgton,, D.C. 205i5-6H5 

Dear Mr, Chairman ' 

Tha,h)« yon .for yoiir letter of Ia.iiu»iry 2S, 201 0, addressed to Bonnie Crainei', the Chair of 
the A ARP Board of Directors, which consists of questions to Ms. Craajef's testimony .at a 
December 8, .2009, hearing before the Energy .and Contmerce Committee’s 
Subcommittee on Health. Following her testimony on various policy issues rela.ted to the. 
cost of prescription drugs, she w'as asked a number of broader questions related to A.ARP 
■public policy ptisitions .and ope,ratinn.s. 

Because A ARP’ s Board is a volunteer board, and beeaBse your iet.ter .includfeS a .number 
of ctetai.led questions about AA.RP operations, policy, and me,inber benefits, we thought; it. 
would, be mo.re .helpful if I responded to your letter. As Chief Operating OtScer, I am 
responsible 'for overseeing AARP’s social impact and advocacy acti'vities, &r managing, ■ '■ 
.AARP’s .bumitn, technical, and material resources, and, in partnership with the Chief 
Fina.ncial Ofllcer, for the pianhing, development, and monitoring of A..»VRP’s budgets. 

A.AKP a.ppreoiate,s the op}X)rtohity to clarify its position on !mpo,rtant .health care . , 
iegis.latioit, to answer questions about its positions, and to engage, in a co.n.structive 
dialogue 0.0 critica.!. health care isisnes feeing cider Americans. . .As has been the case 
throughout the health ca.re :reform debate, we are fully coitira.ittcd to being as cooperative 
.as possible in proviclittg requested information. 

Because a significant number of the qiiestioas relate to how AARP’s position's oh health 
care is.siies were developed, and the basis for those positions, we begin with an ovendew 
of A..AR,P's policy development procetss. We then provide answer.s to the specific 
questions. 
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i 'uhiic De\ci<i!tnni)t 

\ utiaKiji-, lis pur>!ic policy positions tfiro'Ugh a |>roce^slllal .s aicci'ctuL ■ . ' . 

. acin ities. This process inx'olves input from A VRP nK'-uncr- , 

and analysis by ^-AARP staff of older persons' needs. leview m .. 

'> XaiK-nal Policy ('oirncil, and, ultiinatelyy approval os ihe all-solatilee: ' 1:' 

lio.ad u; !);;cc‘u.rs livery year, AARP publishes its public policy rv MUor.s <:i if; \ \ ^ 

1- wiiivh ihcn Ibnns the basis for all of AARP’s advocacy edPtis dvuau; ibc 
year 'i he anaciied payee from the 2QQ9 Policy Smk (which is also a% .I'liH t, on ihc 
\ \Rt’ vveb sue), provide lulditionai information about the policy development jtroccss. 

With lespec! ti it'c euneni health care reform debate, the Board has engaged ia extensive 
review ana aisoiissuin of the tcievant public policy issues, both at its regitlariy scheduled 
Board meetings, and in additwitai special meetings held for the specific poqtose of 
developing AARP’s position on healthcare reform legislation, 

During both the regular and: special meetings; the AARP Board developed certiiii caiteria 
to evaluate the merits of health care legislation. These criteria, were designed to ensure 
that any proposed legislatiofl Would benefit members a,nd older Aniericans generally. 
These criteria incliicied .considerations such as whether the proposed. tegislatio.ii vVouicl 
iiTtp.rove Medicare (e.g„ by clo.sisig the Part D “doughnut Iw.ley by i.niprovmg ■jweven.ti.ve 
beneiits, a.Tid by attacking waste, :fraucl,a&d'ab-use),'and. whether itwovilci provide 
idTordable health, care optio:h.s to those not yet eligible .for Medicare (e:g., tliroiigh 
prohibition.s on .i.n.su.rance den:ials due to pre-existing conditions a,nd strict Ii:n3its oti, 
i:nsurance ‘"age rating”).. Hovy well a potential piece of legislation :met these principlesi 
was the guiding :factor in the Bo.ard's decision wh.eth.er to endorse tlxit legisl.a.tio:n. 

These health, care refbrnl policy decisions were not fonn.ulated, motivated by, or based, 
upon. a.ny assess.ment of the .finartcia! impact that such icgisiation might have on .AARP, 
Rttfher, as with, all of its public policy positions, .AAR.P developed these h.ea.lth care 
re;{br.m positiotts independently, based upon what AARP believes is in the best interests 
of our .members and: all. people age 50+. 


Rexpoincs to Questions 

i\ , non uic .oponsc-, ro tlie specific questions in the .bauary f(>, 2bi '* Tver 

!. Boihig tiie (K'iiiing.you confirnied that the nia|oriiy of AARP's Si.5 

■wnnal opt tulitig budget is funded by “royalty fees'* from in'^urance 
t'.Hisp..'!' piofii.s. \ m also committed to providiiig she {’(.inmiute wh!! .» 
tici.iiiiA arc., i; It! of the sources of these royalty fees. 
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‘ n.-iAi > ti-pr!';ii organizations Cincluditig ssxia] wcll'aic - 

’-..v.-,' >' I -.Mjtiji.oiis, and universities), AARP liccKse-i ;t5 name to w ■ 

, o i nv-- • i.i'c- he letHs to its members, Provideis nay \-\RI' a kh a.l'. ■ 

, ,,.si -DC *-.ARP name and intellectuat propem'. 

i.., 0 >i\- -CIS clV-rnm ttiesc member benefits include not only irsnratice eoaimanaN i. 

, '-a .^'dc ; !.c*\ urtisher organizations, such as financial instiSclion-, rctatic”', a, ,, 

'a'. A i‘u! u 's;.:c /aliens. 

; ,,i.s !i-\a.i} incoir.c, .ilmig with the Mcoffle &oin Jiiembership dues .ma .nhet .'•oiiiccs, 
c'ubk- us to Pind <1 Inoacl jangeof activities serving the netxls of our nicrobcrs and ail 
people age 50~, 

In 2008,: AARP receiveit jppsoximately S6S3 million in rovalties from the pio\ laei s ot 
all .tneitiber beiiefits. About 8425 mOKon of that S653 million, was .from prov wers o.f , 
health-related member bcjit-tiis. About S205 mitlion of the S653 million was recen ed. 
;l'rQm p,roviders o:f fi.nancial-related member benefits. About .$23 :mi!l.iQn. of that $653 
miiiicHi was received '.from providers of travel, lifestyle, anddther member benefits. Not 
all of the prov.i,ders that pay :royaW'es to AARP are insunmee.. companies. Ms. t't atner 
j:ndicafed tliat she. would get back to ydu about the specific royalty paid be I micd fo:r the 
use of the. AARP name on the .Medicare Supp.iero'ent plans, but w'® respectfully .note that 
such prod.'U.ol'-speci.fic .tn.fo.nn'atio:n (Eke 'the specific .royrnKy info.nna{io:p. for other' provider 
bene:®®) is co'rrfidential and proprietary to both theproviders and AARP. 

a. '.r.he'.'nt'H'nbe.r' 0 .f people enrolSet! in kRP ^It-dicare S'Hpple'tft'eat , , 
I'nsuranee Plans; the appro.vimau' niiirkei slmre of .AARP-brandeeP 
products in the .Medicare .supplenu-ntnl insurance (Medigap) inartet; 
and the annual royalty fees ..AAR!* iicnermes iron? the sale of .AARP 
.A'letiicare Supplement 1 BSM.ranco Plans in Jet ms of lo'tal dollars, 
doliaivs per policy sold, and as: a. perceniuuc ot premiums chai'ged to . 
enrollces. 

Willi u-t.pcrt III ouu''!tmchf. I 'nited HealtliCate Group (“UDikd") !u!> iiu'brmcd us that as 
ofilv end of flK'S. yfiSU.SSU people were enrolled in Medicare Sunik’nicot ptoducts 
,,!rr\ing mt \\RPiiairc .idumonally, according to United, :t».\ ASP brur.ded 
Atsdicatt, Mippk>i>om pl.uis h.ivc a 29 percent market share, 

b. The nmnbfr of people enrolled in A4RP-!>i andtd tiedicarc ;’.sr: t 
•usunmee policies; the approximate markt-r 'than* of t VR !'-")! ii.-u.i.i 
proflucts in the .Medicare PartC insurance muiket: and ilie .u; 'ual 
!‘<nait> ices A.4.RP generates from the sale of \ \Rr hs .tvihc 
Mwikare Part C insurance policies in terms of »<da! avti,!!'. 

ptr i'loiicv sokl. and as a percentage of premiums c!i.»'i;ci: so ■■ is. 
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1 I ' 


;i 1 .-I iIkto are approximately one niiilion cnic'k'e-. u- Ik Wk t 

V .'...e L-i'.iiiingihe AARPname, Please note that a peusoiteioi.^ 

A \'<P iii-ihci t I he ciiroUcJ in these Uniteji Medicare Aihatttte.o >■>, are i n*. 
e .e: ' si' A i; inevc plans hate a 17 percent share of the ntaikc’, foT 
wi , '.ilox rc AftaniagJ plans. 

c. The litimber of people enrolled in .AARP-brantled .Mt-dlcari.- i’„r! I) 
priscriptioB drug plans*, the approximate market slssne t4 \ 
hratidfd products in the Medicare Part D insurance njarkct; v.n I ! sc 
anatiai rojaiis fees \aRP fciierates from the sale of XARP-huoiJcA 
XK-dicare Pai( 11 prMcription tlriig piaiis in feinis tif lolai dtdiars. 
(ioliars per policy soid, and as a percentage of pretiiiums charged to 
cnreiiecs. 

U'ttited has iniwmied i:is that,- as of November, 2609, thefc were 3,920,13.2 people ehfo,iled 
i:n. the ,Pa,rt: ,1) presciription drug plans that carry the AARP nanife Plea.se note that a 
person, does not have to be an. .A A-R,P member to- be enrolled in these United Part .D plans. 
.According to United., these Part. D plans have a 25 percent market share, 

2, .As Chair of the' Board of Directors for .AARP, please, describe iti d.eta.li 'tie. 
Board’s res|«>B.sibfl'it.tes regarding the avaiiabiSity of adequate finaB.cial ., 
resources. ' ' ' 

■■A.S a ij.o.rnpfO'.tit socja.rwel'.iare organ.fertion,'.AA.RP’s iniss'i'ciii.'is' tO"a.cldre's's 'tiie S'Oi'ie'ta! . 
needs of i'ts .members. a.ntl the 50+ population generally ~ not to 'make a. profit. .Like o'.th.er 
no.n-'pro'rrt organixations, the .AA,RP .Board is responsible for ensurmg that ,AA.RP 
appropriately canies out. this .non-profit mission, <m.d the Board oversee.? AA.RP . 
stK£tBgi.es, plans, and budgets in .order to do so. This includes oversight of firitmcia.i; 
plans, approval. of the a.nnual .AARP budget, and ongoing moiii tori lig. to eiisure tftat , 
re.scju.rc.e.s are used, efficiently and effectively to further .A.ARP’s non-pro'St mission. 

3..: .1)0 members of the Board «f Directors or executives of \.\Ri’ use pfo|ections 

of anneal revenue for finiire liscal years in making strategic decisions 
regarding .A.ARP’s operations? tf so, please describe how tliesc revenac 
projections are produced and used. 

t \KI’ stall ,U'\ciops ami uses financial projections in order to align tcs-imccf itii the 
ais.-a iioU'on'.s stiategics fur carrying out its non-profit niission The Ainuo iv'-tevs 
'• 'uvr-iuns as iiexcssai) to evmkiate .AARP’s operations and approve bm’vcts, vor-isst-,;! 
snP \ \R'''s;msMon- 

2 ;n icM}.-ast to ;i question froirt Coagres.sman Buyer, yon stati-i;. ■, o-a 
H) spy kao«icdgc, had any estimate of revenues that \ \RP ; >ss. 

4 r'l! ioidci Bouse bill 3962.'” Please coirfirm that Shiv si.iic;«i:.i .7 viifi 
fcii'i.Pi. P'oasc detail the steps you have taken since y<u;r ,t, 
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cns fAns iHSH ;i(> member of the Board flf Directors ort!!ipi\ \ec i-i , IR!' >ijs 
ri.(ciR'ste!L or received snch an analysis. 

. ,.iv' a!,i is -i:li jsciiratc As a tTOSSion-dri'wnsdciai wciidrcora.i*'!, r..... ' : 

. - , s c [Kdieyiwsuions based upon what A.AR? bsi'.cscs is :;i an . w 

.li. , .is H ..ii: iiMobc’s and all ..\inericans age 50 and over - ardnot Kis^a >.ro.' 

!. ,!i iji s<MisHiL:.i«on- AstRP’s health care refornipositiojis were no; torewL'u'o. 

.im'; ..led bv. 1 1 .- oastii .rpon a.a> assessment of the finariciai in'pael <0 U R. ts-oy 

5. Gi\ ci) Shill \ARP receh'es a majority of its annaai rcveaisc from royaity fees 
from the sale of \ARP-brandeti insurance prodnets. why did the Board 
nesjleei to conduci or request an analysis of H.R. .t962’s potential impact on 
1Ih‘ sak of Mich in'uraace products? Do you believe this failure comports 
with your fidueiaiy duties as members of the Board of Directors? 

As noted al»ve,,AA.RP’s:non-prbfit :niission is to further the interestS'Of all Americahs 
age 50, and. os'er - not to increase revenue. By reaching its health ca,rB reform con.cIusio:ris 
based on a,n a.ssessfnent of the .needs of al.l older, Americans, without :rega.rd l:o ijiiy 
pot:entia.l financial iTn}5act on the organization, the A ARP Board carri,ed out its 
responsibilities appropriately anti consistently with the organiza.tion’s iKHi-profit .niission,, 
as ii: iitways does- 

'6, ' . .Aecard.in'g to .AARP’s filings with the IRS, iJnitetf HealthCafe attti 

other it».s«,ra:nce co:iftpan,ies pay A.ARP “a portion of tbe'tofal pretmains . ' 
collected” '.from any AARP-branded health in.siirance protioefc 'Were any of 
the people iavolved in AARP’s decision to endorse H.R., .1962 aware of this 
fact? 

AA.RP sta„ff and the AARP Board .are, of course, aware that member benefit providers ; 
pay 8 royalty :for the use of the AARP .name and. intellectual, property. This fk.ct is , . 
disclosed in many public documents, including anaial reports, .financial statements, sHid, 
materials describing the member benefits. 

7. Siiifc AARP rcceht's “a portiou of the total premliiins coHccicef’ trero 

\ \Ki*-br;HKk'd health insurance products, is :(t therefore tnsc tlreJ V \Rt' 
rvn-iiHCs wosiid increase If more higher-cost AARI’-bratnU'cl iU'i! 
ii.flicics were sold to seniors? Please oatlinc how the Buitrd bcUtnis t|i\ 
"cfnuiiigeiu'j fee" provision meets appropriate conllicS-oi-sHSt-tv'.i “.L.. d, 
si'i Ir, die organkatioB, as well as appropriate laws ami reghikSii'H'. s’-ni,'; .n' 
the C i-nk-rs for Afedkarc and Medicaid Services and otljcr aisp.i, j <0 ’'tars' 
arid ! t'tk-ni! !a«s. 

IS acted consistently with AARP’s non-profit missitin, ci'nl'.ie! of interest 
d applicable laws and regulations, :n devoipping itsoai'lic r-'l'cy positions 
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1 A. i. 'ciiKTs.. Again, these cJecisions were, appropriaiclv, -un a 

c •r.-.K.cr,: .I'-n r' hoA i hose public policy positions niigiitpoicniialh \ 

I CX-'l-’f iUt,'. 

Ps h.r to > s'ur testinortjy, were you and j'our Board coHeagHC-. .ia .n i 
\\FJ Mi-tikarc MippiemeBt Insurance Plan policies limit joctss ;> ii,i. 
ftit seuioi's «i(!j pre-e\istmg conditions? How does thi» poltrs a. nisir t « <ii’ 
ilK' itijardN stated cOTUnjitment to “end health status discrimiHJHiHt.*" 

( oiAiMfiil Aitii kARPA non-profit mission, the AARP-bnindcJ Meowiic St ppL'nKtjt 
plaif-; futm I iiitcd hate becii designed to promote broad access lo indiMdaaN \\;ih pre- 
cxtsiiiig cniiditiotis \Uriy other Medicare Supplement plans wiH not accept appheatUs 
who have xarions p:v-e\!sUng conditions (&§„ emphjsemH. Kttkinson's dhswi.se, imiltipie 
sclerosis, osteoporosis wn'tt fraemre, COPD, miM cognitive tnipatrmcnl etc t In 
ccMitrasI, in iOfKS, the AAR R-branded plans from UBited accepted over db ')*>„ ot'all 

applicants (w ith end stage lenal disease being the only exeqrtioti)- . 

In: addition, affer'individuals tewa'-mtislied, United also op:drates"t]iese'p'ia,ns in a way that 
furthers accessibility. ' AKhoUgirpenTOtted by law in 49: states to impose waiting pe'n'ods' 
:fo:r new enrollees with ;pre-ex;i:sting conditions. United:' (unlike many other provides) ''dnly 
administers such waitingperiods in 1 1 states,' United does so in these limited 'iiiiffiber'of 
'States beGause.of :tB.a)-ke't C'onditiQBS, 'an.d',a desire to help keep premi'ams affo'rdab'ie lb:r 'all 
'en'ratlBes, given; those market co'nditions. These- practices cointrast with those'of many 
d'ther insurers that iii'ipose'pre--existi,tjg condition waiting peri-.ods more' ex'tensiv'eiyV'in,' '' 
addition to ttiei.r restrictive acceptance standards as discussed above. 

'iVtaiiy other Medicare Sappleinent plans'use “attained age ra:ti:ng,” 'which iiieaiis that , , 
premitims.are more f;e orable at youiigerages, but could become.prohibitive at older , ; 
ages,. In contrast, and consistent with, ..AARP’s..mission, tlie.,.A,AR,P-bra,rided ,M:ed;icare 
Supple.ment plans :from United generally use community rating (with very .few 
ex:ceptions,, as in the case of states, tike Florida, that reqitire Entry Age R,ta:i:og),'in CHtlei: to 
help keep rates 'more manageable for o.Wer individuals, and to ensure that rates do .not go 
up simply because of an individual’s age. 

As noted above, the laws o!' nearly all states perniii dcmal of co\ croge ,oi .i > ro.sd rasme 
o! health ce-ndu;or,s, the imposition ofwaiting penods forprc-cMSUitg eim.hi'os.A and >hc 
u<e 111 ager.utiig. .\.ARS’ will continue to advocate Air legislative eh. is e,- .r’o-ia, f’lv 
i.auHvork .md «id health siatiis discrimination, includiag the ehunf 'ti m > - t., - 
t.'-ed ■ r, pic-evistisg heaitli conditions, Ifvve are suceesstid in oi’i co, it , su,ii 
i.,iv-oe.i'ci 4 s wottiJ apply across tlte board, incluuhtg »o those prou 'cie i u . , i ,■ , 

\ \R'' ii.iiiie. 

h. S'nor !-.f Vi»!i( it'simiony, 'were you and yoiir Board ctsikagutv .-oasi st's-, , ir 
y \R8* b: aiuts'ci major medical coverage plans offemi by \( hu! efus ge <i4- 
y ear <>fus pi i m.tints that are 60%-70% higher than the pi i iro.v.ns ror - ^ ■ 
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uifis? Uo-,'- does this policy comport with the BoiMis’'' '.(I’fs. 
iM!» siifnutn ik> “end health state discrimination?” 

. V . t ; u- XSedic, irc yiipplement market, it is more difficult, x'.iih.'a: >,'^ 11 '.; ,>■' 

liiriiisuars ioi>|TcraffordaWeproductsintheage50-oJ-;T,.’Kei xM'i'i ’ , 
•v,-,:! io prcniiums based upon factors such as age. The5u-.'-« VfKf h.-v,. 
itixusvd by Aetna comply with current state laws that peumi "'oJ-hkv 
e.’-.in'i.r.ilx iating aJiusted for age, gender, geographic location a"o lArto s;j,.s 1 .. 
JUiiiii;!. ilic law.-. oS'niost states penuit adjustment for health staiii', based on med'Cai 
andc;''. tiling, i he Aetna plans also include a number of features inji ahgn with \ XR'd's 
mission. Fos example. .-Xttna revised its typical undeneTiting guuiehnes to tv ks.s 
restnetie c 'vitcu coiisidcnng applicants with certain pre-existing conditwns \ddiii(«.i,i!ty, 
.Xeiiitv applies a ftt-c year "look back” period for medical condittotis \cisiis the !>.n->cjr 
industry .standard. < nher insurance plans with niore restrictive undene nting policies may 
be kss expe,iisive .for some, .However, increasing accessibility to health covciagc 's an 
iniporkm.t feature that..aligns wi,t:h.AARP’s.Eiis£!on'aml delive,rs significant uictiihei 
value. , 

.it is betfouse of these .market difficulties that A.AR,P is fighting so hard for icgisJaiio!) that 
would e,!imi:oa.te pre-existing condition exclusions, impose limits on a.ge :t;.iti,ng, and make 
cov.erage affordab.le and accessible forpeople over age- 50 and not yet eligible .for 
Medic-are. -.Again, if we .are'successful in owefforts, such,, improvements would apply; 
across the board, i:oe.lutii:og to those products that carry the ,.A,.ARP name. 

iO," Pr-iop' to yo'iirftstfmoiiyAwere you at.ul yjjur Board co-lleagucs' aware tlrat ■■ 
m-os't ,A,A',RP-b,ranc!ed .Viedicare .Part 0 prescription rfrug plans do not o.fter 
eiirollees any benefits in the coverage gap (or “dough.imt hole”)? ,llow does 
this policy comport with the Board’s stated commitment to “encl tieatth, 
status discrimination?” 

.AARP has strongly advocated .for an end to the coverage gap. sir "dotighniil hide” in .Part 
D of Medicare. While xve were p.lcased to work with Con|iress and (he Rush 
Adn.iini.stration to enact Medicare Part D, the lack of funding, at (he tunc, li .r fulS 
prescription drug cf>vcracc in the gap has proven to be particuhirly l.r.niiftil to 
benctii Ji’cs Manx older. Vmericansvvith high drag costs sitnpix stop tukino needed 
• voteations. ic.^fune to poor he-aiih and ultimately even hichc: heath car, eo-w. 

ii is eat unucistanding that no nationai Pari; Dprescriptioii utug pk.i; 

, i:l-s o;.'i:;d name oatg coverage in the coverage gap, because doing si- in the ei.rfi-,: 
.V'luitUi '!■>• rr;iinc\\ ork would prohibitively increase premium.s tiir j.i cnroi:,CN 'fh: 

,'nx ;l ph le from I hited carry the ,AARP name, and these plan-s arc •o.dkihA- . 
s'..u Inc ; Jihinci ol' Columbia andtheU.S. Territories. Like oilier pxn. iJ-cr •xte: 

; a -,c ;i'.nw h.:'. c feniurcs designed to further .AARP’s nnssK.a tc.g„ too rk-'w c.-w . . 
'•’...Jcs: rn-r...i---rics.iikwvab!e, covering all Medicare eligible drug.s, wni, n,- 
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vju--^. s < 1 .^. iir;i!e plans provides coverage ofinost generic Js -OS i;! ( a, * r-v 

r iHiniiivii we need legislative chaage. BMause of iho <n>|i.n:a.ve 1 
■: ,> , cr.ie vouraec in the Part D coverage gapv and the dtfrc«i;_\ uf rn \ a .'p „ 

■ .-’iwine ptoii'.icl liiut Corel’s brand name drags in the so-called 'dot.enr.ii: hole.'' 

\ '.Kf eiH'.er.iic'- to .«i\ oeate strongly for legisklion that ftll> closes the i\.u ') cove c 
Again, i' ;s v,or'J) noting that if we are successful in our icgtcLitiv c ,uh<,cac> eUtiits, 
the nc\v lecj'ilation «i!! apply to all Part D plansfmclitding ikx-c the! c.ka tiic A 
name. 

! if During the hearing, you stated, “We make sure that our meinber.s have the . 
best policies that we eaa have tintfer state and federal law.” Giveti the fads 
described in Que.stioRs 7, 8 , and 9 regarding AARS’ Medicare Supplement , 
Instsraricc Plans, A.4RP-brandcd major medical coverage planscand AARP- 
brandt’tl .Medicare Part O prescriptioa drug plans, do you still believe that ' 
.AA,R'P provides its members with the best possible pians as ii,llow=ed by .State 
or Fetlerai law? I.f so, please cite the .Federal or State la’vv that requires 
it>.siBrtace ■ctutipanies to subject their enro.l!ecs to a six-inooth 'wsi.lt.iiig'pefi»tl 
for coverage of pre-evisting condiiioiis, the Federal or State tatv that :re.{|uires 
.insurance companies to charge older enroliees higher' preraiu:ins'tta.iJ those 
charged to similarly s.it'uati'd younger enroliees,' aad"the Federa.l ''Or'State .'law. 
that proii'bitS'.Medicare prescription drug phms from providing'beBefifs.. 
duriii.! tie co'verage gap, 

AA.RP w'O'fks t:o se'I.ect mem'b'er 'bene'fits that ha’t'e'tiri'iqiie'and distin.g'uishing Features ' 
ciesiipied to .liiitlier .AARP’s missioB, 'meet rn.ember needs, a,n.d. hopefully move the .. 
marketplace .so that other companies follow suit and intioduee similar o.fferin.gs to serve . 
the.SO't- popul3tio.n generally. We have just described a fe-w of these examples e,g,,,: the 
t):road acces,sibi!ity of the AARP-hra.nded Medicare Suppl«m.ettt policies from Uh.ited, the 
less restricti ve undenvrithig standards used .in the 50-64 health plans ironi ..Aetna, and the 
broad fonxmlaries in the Part D plans Itom United. 

l-lowt\'cr. V, itl'out ihc urcs of legislative changes for which A--\RI' ct.'nnnacs lo fight 
aggrc.sstc cl\ . there arc himts to the features that can be incliuied in the providers’ 
products, given the V uncut market conditions and regtilatory frattsew ork. W'iihout a 
tiiangL in the hw . for example, cox'erage of brand name drags in the draigOnu; hole ciuild 
crease iircmiunts to :m unaffordable level. Again, this is why conthmes 

s.' hajd '.01 Icgtskii.oi' that would address these systemic issues - e.g; , the Ji ■ugi-.n t. '-ok' 

' -M.sttt'g condiiu'i! exclusions, and unfair age rating - in order to enmre 'kat 
iiu. at'ibrckible coverage is available to all older Amcricatis, ,'.'e ouki 
>• 'll , etc onporturity to work with you on changing any ot the above i'.a' i'rc . 

If ■ 1 1 xpa.-Ac in a question asked by Congressman Shiinkus. j >r.j c.uifiriitf.: 

;ui \ kKP could not continue its current openitioDv M iris Kti itu' v.>5.- 
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!n'’r(<ii <(i ..ii.HiiiS rmenue }t receives fronj its bnsinc'fs teiuut. iMr|!% -ui 

a:'tt i-arKpanirt. Given the vital importance of ihis iv' i’ s.e law h- 
veisr ! anti JLR, 3962’ssig»lflcant potentia! iiiijUit .n s 

ri'cn->t -.iiiam. did the AARP Board of Directors and VvRi’Aiiv. i .i 
.iKn-iii-rs recuse ihetaselves from the deeision w endotse H R '*•' 
thd .,;}y:iiie %s> 3 o recches financial compettsattoij from lARI' p.i. ilc.i < k 
kte ( ectsion to endorse H.R.-39<s2? Did anj’one svho reeehes T ii-ii'cs d 
compciisauon froiis AARP attempt to inOBeBce the organi/.ituniA .!i t io 
eriil!)*’s4 H.R. VMt27 

We would l.kc “I': U) Cksnfy that Ms; Gratner was asked whether \ \RF enc'.uions 
“tt Otiia change" u \ ARP lost $653 milKon in royalty revenue, aiui she rcoiiod that 
“obvioush U '.uxiiil change We also note that about $228iniliioi' oftho vtAi nuOion 
in royalties was not rscewcs! from providers of health-related niea)hi.r hens tits 

Again, the decision to endorse the House health care retOTiii legislation Was in hd way 
based upon any |50tentiai impact of that legislation on AARP’s income. Consistent with 
AARP’s non-profit mi.ssion, this decision was itrstead based' upon an as-sessment of 
wliether the proposed legislatioB was beneficial to older Americans. In making these 
decisions, sVARP's all-volunteer Board carried 'O'ut its responsibilities appropriatdy, a 

'P'lease describe 'how .AARP (ietemvines the c{>,»npensat,iott packages .tor: AA'RP 
officers, .l.s'tlieeonipeiisation, including sa'lary,,l>o.iHis,'iHiti. any. other, ■. 
C'oni.'peB.sa.tion', of a.ny officer or empioyee of .A.A.RP dependent 'On thC' amount 
of reventfeTecelved 'by AA.RP front the royalty fees of the sale of 'insiiran'ce 
products? 

As noted above, tile .AARP .Botird ts coinposcd entirely of votanieers w bo .tic not v 
compensated for their serv'ice. (other than receiving reimbursement for tr.iv ei and other 
expenses i.ncu.rred 'i.n conttectio'n with ih'eir duties, including travel and suhskUBce co.st.s 
of S{xm.ses/compa.n.ions accompanying them to Association functions, as explained in 
AARP’s Farm 990'). 

\s jn other non-ptofit arganir:atu)ns, AARP employ ccs-' compcn.saiion is h.iscu rui a 
immbt! ortactors. siicii as cMcnial labor market data (where avaiiablct die use of 
iroepcndcn;. ihii\i-|\irt\ consulting .tlnns, interna! criteria, and iiwiit idu..!s' iicrioimaiu'e 
Silk o.ai ctilci'.i au bascihm a standard approach that measiiics tee '.!)!.'•> j! t.ica'i ‘ 
e.siiu :'s, inch'uiac. complexHv and scope of resoonsibiiity, Aid ‘■cs ai..i C(.r.,f tie. wcs. 

, e .. -'.hi':! and , \p,,itcncc, and the reporting relationship of the po.si-t?;i 

'A,, lycro \ \KP enirlcyctfs have been eligible for an jnnuaUv'i, ,-i.\ a v i 
I Hi, ’.1 pci’o nu.ncc. and in partonthe orpriizatioi'spciiui.r.an.x .■ 

' '1 H I i'ci foniKsnci, ..01 monent has been based on a iii.rrlv: of h’ i.-w., 

^ . . o. \ \Ri’ H wvul mipact, membef value, erop'oyce 'dOs . . 



234 


iiry A. Waxman 


H >• This Bonus program w'as not operational A't c;:!a 'Jai i 

•■i In i \ \RPs reMtonship with the insurance coinpuii.rs T . 3i 3 : c. 

"i .srsr.ia-A roHects over $650 iniilioii in royalty fees, lormt-! \ ‘.Kl’ i r a t s 
M,v ;!s n is quoted in a BSooniberg,coin anicle sjatlnq. " E ! c, ^ . 
srluriiH coiiflicl ol totercst.” l)oy®u or any of jour feikm Board 
'•artv r our lornier executive that AARP’s mission to heip '.tntt.ts a 
t,t ft» cotiiproniiscd by its reliance on roj'aMy fees from insurance eora jvs ij 

OHifitS.' 

Again, ys notcJ abm c, u e woii]a lilce to clarify that A,ARP does not receive over $650 
mtllion m rtij.ilucs from iri,-.itraicc companies. 

For the 'rc,»s oils oalluscd is this letter, we absotate.ly- disagree with Ms. Moon’s incoirect 
allegatioTi As c\pl ametl above, A,4'RP has developed its health care refomi positions iii 
iiirtheraiico <' I its non-profit missioB to help all Americans' over age. 50, and not Ijased. 
upon aii\ pticcoed I'ndociai interests-. 

15. Tltc C0'ngrt!ssio,na.l Budget Office has .projected th'at'HvR. ,’19'(i2 'will resn.lt in 
SI60''in cii'ts to Medicare Part C pian.s and .1 nwllioii.'.senio.rs whO' have C-ljosen 
to enro.M in HetltearB. .Part C plans losing such coverage.. Using the. btst 
. ' . availab.le data Teganling' the' percentage of Part Ben'rbllcesciiro.Hed in: .A..'.A.RP 
'Medicare Sn'ppk'in,en'f,fh'Suraaee Flans and the royalty fees A.A.RP"receive.s 
JTo'tn th-e.'Sale of'SHch inswrance products, how much additional .reveane 
co'bW AA'RP ■e:xpect to .receive from an addi'tioiia.1 .1 tnilBoa AiBericatts. 
becomiiig .enrolled in Medicare Part B? 

As we have explained, the decision to support H.R. BScii'WaS not based, upon any 
financial c&n.siderati.otis., and AA.R,P has not analyzed this question. , . 

With Te.spetrt to private plan opti6.nS'\vitMn .AWicare, AARi’ has long been supportive of 
provkiinp gemiinc choices to .VledicaTe beneficiaries, but has suised que.sfions abv>ui the 
.ippH>pn,itcm-ss ofMcdicaje payments to such plans stretching bac’k to tltc IxtoiTim;- ot 
this dfc.ttk' W i!h ivsnert to Medicare Advantage plans specificaiiv, xii'ch wcic tciiamed 
,'.ivi piwtdcd ttev ruui'in.d iticenttves in the Afeclicare Prescription Drssg. Fiipr, wn.vtit. 
..t'.i Moccioi/atHm Act of 2l>03, AARP has taken tlie position, wnce fttof. th.il , 

no. p.i> tnoro to pnvate health plans for providing serviic to Mct.ic,;: 
i.'fti.ivics th.in U expends on the saine bBneficiaries in the inidi'ionr,; Mem 
•’ i'ts'te.iilj. Medicare Adx'antage msurens have beesi unucce:--,:!. if- i 

' ' svei-- h dions .d'doilar,s and driving up the cost of overall McvUeerc pt\ uinin- 
■ ) W' -b.' promise of cost efficiencies, those insurers now receive at! .n i rape ui 
S' Me'' vvcM oiorc pc- person than the cost of traditional Medicare he, ef.!-. 
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>'t ' v'. uiii icAicihgthesesubsMies, wecansaveaiancv, \ , . 

. ' , V ’i’', IS- , a th.ij seniors, their children and grandch:lurep vM.* . 

1 . i.ji.t- '1, 'cfits they have earned. ■ 

' i 'I . Is IS," s n .-igs from Medicare Advantage used, X. pan, kv' M;e".y u-' 
k Id, '!>si! <ik in sikwing the Part D coverage gap or “coaghru'i hk L." ;o io'^ 0, . 

' s.i in'liikcn •' Lt'iots; ensuring Medicare pays doctors ibi.'K Sk, Skir.O's c.n. . 

1. .!>. lot II liar c'nj'k k' or more easiljf find a doctor if they ihm'i lunc >>! o 'o',s! ,,-'g 
I i ' til pini s. I osis ‘o. rrnortant preventive seivices; iinprovutg ilu k ootkim. ,K't. of cars 
u> iK‘k ills' A nil cliA ! IS ncaUii conditions; and strengthening ths' k'ng-fcrni tinancu,! 
sccuniv ot Ills' kai. s.Hs nrogram, 

16. Did the Board decide to endorse legislation that woiikl aliim AAKP-branded 
Medicare Supplement Insurance Plans to continue to limit access to coverage 
for seniors with pre-exisliiig conditions? If not. how was the eiKlorsenieol: 
tledsitHi made and who made it? 

AARP's decision to-efldarse health care tefonft legislafioii in the House was teed upon, 
the factors outlined previously in this letter, inciuding provisions that wcnikl dose the 
doughnut hole, prohiltil: pre-existing condition exclusions, siiid limit unfair age-rati.ng 
practice,?. The proposed legislation’s failure to extend, the pre-existing condition , ' 
exclusion to Mcdictne .Supplement plans vvas not- a reas.o.n ,for'AA.R.P’s e.ndo.r.se:me.nt i , 
■dec,i,siori, .laid tlie- legisla,tio,n’s failure to do so was not the result o:f tobbyitig by AA,'R.P. 
AAKP would: be plea.sed, to support, the addition of a similar prohibition o:ri p:re-e:,xi sting 
co.ndition e:x:clusio:ns to the Medicare laws governing Medicare .Supplement plan.?. . 

17. ,H.R. .3962 requirtvS'every' major type o,f .health insurance'prodMct 'to- have a 
medical .loss ratio of at least 85%. However, this iegistaiioii, w,as drafted in,' 
SHC,h a way -as to allow Medigap insurance polic'ies, .suc,h. as A.4,R'P Medicare 
Supplcmenf .Insurance Plans, to have a medical loss ratio of Just 65%. In, ,, 
respojssc to a (pjcsiion by Dr. tSingrey, yon st.itcd vou w erf not aw arc of ttfis 
.special exemption given to Medigap insar ance policies, such as the \ tif!’ 
Medicare Supplement Insurance Plan,?. If .t anu os Ho.-rd s.f Vnr- ePus 
were as thorough in thetr review of the legislation its you cUdm. Iiaw do you 
explain the fact that you were unaware of the specisti cviniption gnen to .lu 
insurance product that produce.? such a sigBiliciim portiitn ol your 
organksrt'ion's annual .reventics? 

, I'l-kidso o. \ ' HP staff and the Board were indeed ihorniicit ia Aort ..:i 
, ici'i ' VUki i;ie meetings and reviews described above, hve Baa'd .lyx.ki 
■1 k n \> liie'j jiioposed legislation vvoald be evaluated :n or<lcr hi .e-i-urc la. 
. - -k.t \ 1 e . V a-’N w O'akl be met. It was on this basis thai .\.-\Ri' deci.ie.i la 

V . . . I p ".idl ioa-.e legislation. 
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i. ^ 111 ,!.* Mcntlv proposed legislatioh to extend iosj. ia::c> 'La>' - • 

^ > V''. IS was Sot a reason for AiARP’scnueisenuxu 0,0' 

- ' oi !> re (' I'o so was nottberesukof lolrbying M AAR!' \ '.r. ’ \ 

f' of suwiar requirements for Medicare iSuppienxir p!ak ,■ ^ 

' t. . lA 

! X 'A n >iHl the BirmS decide to endorse legislaiioit that would requit e a 1 1 > 
hut iiirm of iitiilsh insHrance to retain only 15 cents ofrem jircoini..! 

K.ilai in adniiHisiiaihe overhead and profit-while aliiwing \ yR!‘-i;j .i.j.u i 
Mcdic.ii-e Stipiilement insttraucc Plans to retain 35 cents olA-eers doihi! 
pi nf it itsHi r<(> rfifs Ices provided to the orgaBizaiion? 

Again, AAR!’ cnilorsLii liic proposediegislation based upon its assessmcni ihai n would 
farther the miorcsts of members anti all Americans age 50 and over, for the reasons : 
expliiined pteviousle. As aiso noted above,; A ARP would supjXJrt an extension orsimilar 
ioss-ratio rcqimeHients t'li Metlicare Supplement plans., 

,19. ■ , What steps did members of the Board take to exercise their owii tfnie' 
diligence before issuing AARP’s endorsement? Does the Board have' 
docnnientafion (e.g., e-maiis, ra,eeliBg minutes,, etc.) it can, provide to 
demonstrate' that' tiitsiecs exercised their independent governance' before.' : 
'deciding to estd,orse the legislation? How many ,nierobersf)fUjeBo.ard. reiid 
'' , the '1,99'0 pages of 'H.R. 3962 5« their entirety before' vo'tiii'g'''{o'g:ive, it tlic, . 
orgaiiteatioii’s eiKlo,rscn,»cBt? 

As described in the introduction to this'-letterj the AARP Boarti engaged in cxtcnsii e 
review and deliberation related 'to lieaftIi'Care 'refo.rm. In addition, A,A,RP slalTrcA-iwcd 
the e,ntirety of 3962 and prowded appropriate reports to the Board., . „ . 

20, , 'Ob 'November 17, several Repablican 'A'lembers of Congress 'wrote tO'AA'RP,,! 

a,s,king the organization to reconsider its endorsement of H.R. 3962, Oid the' 
Board meet to coirsider this request— and if not, wfiy not? 

As cxpliiticd .'.Kne. ibe sicosion to endorse the pro}Josed House (egl.skiiion was biusvii 
iipoa the rc\ :,\\ uiid ci iicna discussed above, and the Board rcnuiins conuiiitlivi to that 
pos'UK':' \ VRP icoondcd to the November 1 7, 2009 tetter, ou Hev inoer 2 indicelirig 
!),i! \ XRPwouUi weitom, .m opportunity to meet and discuss tStese imreiuiui .s-ucs 
tunner, 

21. M 'ni K flic average tnedicalfoss ratio (Le., the perccBtage of pui!i,..:j..s p, 

Id ill the iurm of medicaf claims) for AARP-brant!cd 3Rdicau s iq : ««' 
rrsi.r.t.tce Pians? 

' „ ' ••i.'oniK'd usihattheaTOragcnatiDimltossratio for thc Witc i,t 

3'i V. - .Vomci'i plans was approximately 84,1% in 2008, nc,oK .r > s , , ^ 



. ■' .rts pRmdCv: cither the highest or seciw higi'csi rjiu o' 

\.o I rcieniciu turners in benefits for every Sf of preraian; Hi -d V' r 

. rc-!!, iiH- to a E|uestioB by Dn Gingrey, you coinmilied i« itti ■ 

( . n r: tite <■ s-.cvi if and when A.4RF recchet any contact trom i “ 

of .justice regarding the royalty fees % fRP rpjt'bf. .j.jn' t • 

•tk «! \ \RP tKdicdre snppleineiital insnrance pUl.^ \s '.oa arc n, .. i . 
i .Ksi trg til s’.R. on November 6, 20OT. Chairman Rai'tt'i et t.n i . ^ . 

.sys ;tmi itkuEis C'oaimittee sn^ested that he ttoukl erfi fi.i a Ju'^sife 
.H'pa'iiiuni i.it esligatfon into AARP’s insarance ariichk's «hli sc'i'CC: Cr io 
riAiilly Ri* toiliH-titms? Have you retoved any such iiHinines.’ rUaveimli!-. 
jSK* r.cfioits tuki-n hy the Board -both before and afkr tsmr icstsimMiy -io 
t'xtrci.se y our tiJacian duties with respect to this pokniias pcnisinw It'dia ai 
fiitt-sfigatii'm. 

AARP has not AxesVed »y such inquiries from' the' Department of Justice. 

'• !je' . 


W'C hope 'tlial' this infoml'ttt'i'oh is helpful ih'-'answermg'flie' questions' presented. AARPbas 
been, and .will cemtinne to be, actively enga.ged in ongoing efforts to iroprove our b.eahh . 
care .system. Throtig'ho'ut this debate we have fought: to 'protect and improve 'giia.'ra!'rt'eed' 
Medicare benefits :for sen'iors and to ensure 'future generations' have, the heali'h coV'erage 
'they need. 

W'e'are Gonimittecl 'to :hieaninpW.diatogue%Vithyoxi and. other Memb:ers..{5f'C'0'rig»;s,s oil 
these ,:import:ant health ca,re ;issiies, which "are of tttiiqu'e' importance to. o.lder .An'ierican.s'. ; 
We .look forward to working with yo'U- .in- the future: 


Respectipily, 
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SETTING PUBLIC POLICIES 


A TP > ".c; ;‘Pt-.’!l'ers in Dialogue 



'M J (3| 1 ! I t.un-s ana ("..Hmci} 




!• l-vf.ij ^ >rc'TM n“'< Nt. i >. ii 1 V t ' 

t ! 1 ^ T-Gfrht r juti I .li . > v ■ i * p ^ Ik »U v < \|x ac .v c ■ i . > 

\ xcokonif i'-itO. ■'O' *^riOor*- tki ’a] f"x t. ' 'v ''J’l a , 

\ knj' UK' up u’wE) 1 : >.u':T>?vi' mo jMThpc* tx'xs .k’tknw’; ' .s j' - ^ Oj \ 


Moo bv“r input - i h ^optiuof iho p< ir ,\ARF'^’'ok:«: itipiifirm p'itBl'ic polkv ivsucs tV'.-; j;u f 
, • , i.Uiun ! . - ^ ' t. -S’, 'ubhoir iO'-R ^>t'c;iOk lenors, jinoi e-nxjj'Is tVoni mon^bcisc irki Ui.'- • ■ ‘At 

’ , ^.K’« !') ■ o ro''u.i(| rnoiv- TikM^yavLl Dt'.diroct-anar'Tl ihv NPC il- ‘“n; ;v.i 

*( V (X .- 1 , ,t pfnPA jn;im from sk^^te vbiim.tee-rs- on a commuing b:,><i,!;, 

:iupb 'uoninVp- p. lUn -•' Uk-: too I ■■^nUo'jroi.lrcao?''-! imtiir/es fetderai. snte, and !• -I p< * 

i !s-i[ ,M ft, 1 V -.>i,si!i>»n thctsi !t\ It v;-u'i£iy. of fo n r I > ' 

I , *,,!;■ .i'l.;: hv A A RP ^ tdonfocrs ;bKHi:uX Ut'kki: xhc .gmdam'f; of tuo ^ mou',,' 

i, ^ ,1 o!! ( ! I li '' '< 1'^ rvvi cfAU''-'’Ork ^';?f.-’-crhor m irn^^kmeni: the p< ;k * ^ i 

\t ' ! iM ' ) t \ A c rl-s nroct;U':i>RktilTn'ihaf: nrilcCf^ i \ 

\' , 1 >n Uk PI a’s rtK- a^linucaranon. Cojigres^, and regidvm'^vy'^u^C'rjt u \ i 

<M i( •(> p -’! • V 'ttici volirn.t:ocrs,- t'fgHlnr'iy tcsu»y'on Citput'd i i:h k t! ■ ^ M*' a 

sl'-c u- umho- s:ro4e's. ?ht'DR;iTkFo?Coh?tt:!'bi-a-, PheH'-b'Kioo, ton } lU M 

ix'lH. • :f-i o. J p.'>hc5j?^, Tlkppoikks. rwgni^c that i;bA%;reguia&^ au i pu v , vl x ' 
V t'ik Iv ti> '01 Mil: O' ''tatk ' i c;:ji5.}uiun ab.’^am 'but oritically •occtiedl-n os'^r state nta> no ^r. ^ ■> ». 

'i ?^‘ w.i!' xyu AARP IcacK^rddp m criiLdi state deivdops'spcciik siinregio'^; -rsT u s nAio 
.su,! u\ c Jv, v.i' \ 0(U!lTk.or^ .loj n'fv.mbev'- Based otSA-hea'-S-SO'chtbOA anrinAi pcjlk) pTio’iii' n uM \ -j 
jsn inu ists mu uLiros.! >!\ tho iV;;rv state AARPkackrs mteqm’r the assockn-'u'- i it h- 

jn<i 'Ov'ik ihtTi' in Ne]xt:nc pubov issues and creating td pursue the/n.. 

1 lu' ,.;"uv! h .t i<'s t%.iio:,d vb Mitfc rsdoocpco '-Vith aras^toots and ckrurmi iCfivOu « it 
ill’, A -Vr.V fof ! dn-tN' OUT* tmc! k'pxluors aod rCj«ihcojs on 'kix issues and cd-, onny i|k puh’.N 
'U"r ’ll nu u-'bK \ Tuattenj and raruibatoA ikoux-m .\AR.P i|so wurk^- for ch.iage thn-uch d.^ 

f low AARP dooiiios ots lcpi>lat5%o and tcgulatun' pr{>pa^al«--~T]>c PiMuy BiHi*.. vOJtVi: ^ > 'I;*.', .Oj' 
aiKi [-noi ipho bur A'os r<>f codurso '■ptvib itejSLaiur. oi u-ptiLUorv pioposals llio av'M’c'.tn >n 's 
appj‘ )\‘t'.l ' 0 ‘dk', u ■ .Irk'Htune whed’or tu ^i.•p|X'rt n specfic bid or reptd mua. On iai re;-c h.r;;' pro| 
vkJibxi o-jTi.eoj nip . { <50 Oivkr \rrt'TUjr> n.d thoA tx'r.u.os too b <4tti wteimlr coo.; le: ' \.’dl 
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